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PEEFACE 


The present study is an attempt at a survey and solution of 
the main problems of industrial finance in India. The. principal 
agencies for the supply of industrial finance in the country have 
been analysed and the part played by each of these factors in the 
provision of industrial finance has been carefully examined. 
Among these factors the managing agents have played so important 
a part and have aroused so much public interest that it has been 
necessary to examine in some detail the various forms in which 
they have rendered this financial assistance to industry. With 
the passage of the State-Aid to Industries Acts in the various 
provinces of India, the State is taking an increasing interest in 
the financing of Indian industries. The extent and form of the 
financial assistance furnished by the State to industry have been 
investigated and in this connection an analysis of the working of 
the State-Aid to Industries Acts has been attempted. A review 
of the recent activities of the State elsewhere with regard to 
industrial financing has also been made, as forming a useful 
and interesting background for our Indian study. 

The question of the relationship of banks to industry has 
occupied the centre of the stage in recent discussions of the 
problem of industrial financing here as well as abroad ; and it 
has, therefore, been worthwhile to consider in some detail the 
question of banking policy with regard to industrial financing 
in some representative countries. The question of establishing 
special institutions for solving the problem of long-term industrial 
finance which has been receiving considerable attention in 
recent years has been carefully investigated. A review of the 
structure, organisation and activities of these specialist institutions 
in various countries has been attempted. Finally, the lines on 
which a suitable machinery for solving the problem of long-term 
industrial finance in India may be evolved have been suggested. 
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The background of the study has been gleaned entirely from 
original and authoritative sources. Published material on most 
of the subjects dealt with is limited, fragmentary and even 
non-existent. Personal investigations have always been made 
and materials have been collected from various countries of the 
world. The writer has depended upon State documents and 
official reports, personal letters, questionnaires and interviews 
for most of the information presented here. He is indebted to 
Governments, Chambers of Commerce, banking institutions, 
industrial companies and businessmen in many countries for 
furnishing him with most valuable materials, replying to 
questionnaires and otherwise assisting him in his research 
enquiries. 

The entire information regarding the Industrial Bank 
of Japan and the Industrial Mortgage Banks of Europe has 
been obtained from the respective countries in which the Insti- 
tutions function. The writer’s grateful thanks are due to 
Mr. Gustav Fogelholra, Managing Director of the ’ Industrial 
Mortgage Bank of Finland, for furnishing him with its Articles of 
Association, Business Reports and Balance Sheets, as well as for 
replying to two detailed questionnaires. He is under obligation 
to the Royal Hungarian Consul in India and the authorities 
of the National Hungarian Industrial Mortgage Institute ; to 
Mr. E. Banasinki, Consul for Poland, and the authorities of the 
National Economic Bank of Poland ; to the Consul for Germany 
in India and the authorities of the Provincial Mortgage Bank 
of Saxony; to His Britannic Majesty’s Consul in Tokyo, 
Mr. Hara, Consul for Japan in India, and the authorities of 
the Industrial Bank of Japan for furnishing him with all the 
official documents, Articles of Association, Business Reports, 
Statutes, etc., of -the respective Institutions. The materials are 
not available in India and have been obtained directly from the 
different countries in which the Banks operate. In some cases 
the literature was not available in the English language and 
translations had to be made. The writer is very grateful to 
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Dr. Benoy Kumar Sarkar of the Calcutta Umversity for assistiiig 
him in translating all the documents' relating to the Saxon 
Mortgage. Bank from original German into English and to 
Mr. Hara for translating some documents relating to the 
Japanese Industrial Bank from original Japanese into English. . 

As regards state-aid to industry abroad, the author wishes 
to acknowledge his obligation to the Hon. Minister of Industries 
and Finance and the Deputy Minister of Industries, Province of 
British Columbia ; the Hon. Minister of Agriculture and his 
Secretary, State'of South Australia; and the Hon. Minister of 
Agriculture and the Director of Agriculture, State of Victoria, 
for their kind favour of furnishing him with various State 
documents, copies of Acts providing for state-aid to industry, 
Annual Beports of the Departments of Industry and Agriculture, 
etc. , as well as for replying to his various queries. He is also 
grateful in this connection to the Secretary, Financial Section 
and Economic Intelligence Service, League of Nations, the 
Couaul for Spain in India, and His Britannic Majesty’s Consul 
in Barcelona for some helpful suggestions. His thanks are 
further due to the High Commissioner for India for requesting 
the Agent-General for British Columbia and the Agent-General 
for, Victoria in London to furnish the writer with the necessary 
information relating to state-aid to industry in their respective 
countries. 

For information relating to the working of the Managing 
Agency System in India the author is particularly indebted to the 
Hon. Mr. Nalini Eanjan Sarker, Minister of Finance, Govern- 
ment of Bengal ; the Hon. Mr. S. D. Gladstone, President of 
the Bengal Chamber of Commerce; and Mr. A. C. Daniel, 
Secretary of the Bengal Chamber of Commerce. .The Hon. Mr. 
N. K. Sarker’s assistance has been really invaluable. It would 
never have been possible for the writer to approach the Bengal 
Chamber of Commerce and the European firms of Managing 
Agents affiliated to it without his help. It is at his special 
request that Mr. A. 0. Daniel, Secretary of the Chamber, very 
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kindly introduced the writer to the Heads of a number of 
European Managing Agency firms, requesting them to assist 
him in his research enquiries by furnishing him with information 
and documents regarding the origin, working and organisation 
of the Managing Agency System in Calcutta, Messrs. G-illanders 
Arbuthnot and Co., Messrs. Mcleod and Co;, Messrs. Turner 
Morrison and Co., among other European firms, should be parti- 
cularly mentioned for their kind and courteous assistance. Thanks 
are also due to Mr. Manu Subedar, author of the Minority Eeport 
of the Indian Central Banking Enquiry Committee, Mr. 
K. C. Mahindra of Messrs. Martin and Co., Mr. J. J. Kapadia, 
Secretary of the Bombay Shareholders’ Association and Mr. 
J. B. Bartlett Richards, American Trade Commissioner in India, 
for valuable information and helpful suggestions. Thanks are 
also due to the Grovernment of Bengal for their favour of special 
permission granted to the writer to study the Articles of Associa- 
tion, Managing Agency Agreements, Balance Sheets, Summaries 
of Capital and Lists of Shareholders of various industrial 
companies at the office of the Registrar, Joint-Stock Companies, 
Bengal. 

Thanks should also be expressed to Mr. Bruce G-ardner, a 
Director of the Bankers’ Industrial Development Co., as well as 
of the Securities Management Trust (England), to the Managing 
Director of the Imperial Bank of India and to Messrs. Place, 
Siddons and Gough (Calcutta) for their kind courtesy in replying 
to the author’s queries. 

Finally the writer -wishes to acknowledge his grateful 
obligation to Dr. P. N. Banerjea, M.A., D.Sc. (Lond.), Prof. 
J. P. Niyogi, M.A., Ph.D. (Lond,), Minto Professor of Economics, 
University of Calcutta, Prof. H. L. Dey, M.A,,, D.Sc. (Lond.), 
Professor of Economics, University of Dacca, and Prof. J. C. 
Sinha, M.A., Ph.D., Senior Professor of Economics, Presidency 
College, Calcutta, for their kind encouragement and many helpful 
suggestions. 
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The present work is based upon a thesis approved for the 
Degree of Doctor of Philosophy of the University of Calcutta in 
January, 1937. The Board of Examiners consisted of Sir Cecil 
Kisch, C.B., Prof. T. E. Gregory and Mr. P, B. Whale. 
In preparing it, the necessaiy materials had to be obtained 
from Europe, Australia, Canada and Japan. Eor various 
reasons its publication has been unavoidably delayed. It has 
been revised and brought up to date as far as possible under the 
present international situation. 

University of Calcutta : Saeoj Kumar Basu 

November, 1989. 




CHAPTER. I 


IiNTnODUCTlON 

A great deal of interest has been focussed on the question 
of industrial finance in recent years. The problem came to 
receive earnest attention for the first time immediately after the 
cessation of hostilities in 1918. The four years of the Great 
^Va^, the most exhausting that history has ever knoivn, shattered 
the economic order of Europe as no war had done before. An 
enormous economic wreckage had piled up during the War ; 
factories, machineries, whole industries, that had taken years 
and years of elTort to build up, had most wantonly been de- 
stroyed. Factories bad to be rebuilt, machineries had to bo 
replaced, old industries bad to be rehabilitated and new ones had 
to be started. While a considerable amount of finance was 
required for this enormous task of reconstruction, most countries 
were faced wiili a sliortage of industrial capital. Tbe problem 
of providing adequate financial facilities for their industries 
assumed an importance it bad done never before. 

Besides industrial reconstruction, tlie question of increased 
post-war competition in the markets of the world was a fuither 
factor to be considered, It was apparent that immediately after 
tbe War was over, the belligerent countries would be making 
strenuous efforts to regain llieir lost trade and increase it, if 
possible. The development of export industries was, therefore, 
urgently called for to achieve tbq purpose. It was perceived 
even in England that she would have ter taka particularly quick 
steps to develop and reorganise her export industries, if she were 
to maintain her position in the overseas markets and to wrest 
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from her rivals, if possible, some of their growing trade in these 
directions. Complaints regarding the inadequacy of financial 
facilities for industries were hitherto unheard of in England. 
There was no reason yet to doubt the efficacy of the existing 
machinery for furnishing industrial credit in Great Britain. 
But the need of developing the export industries became so 
pressing that the question of financial facilities for industry came 
to be widely discussed tliore and even engaged the attention of 
the Government of the day. An important committee was 
appointed by the Board of Trade in lOld “ to consider the 
best means of meeting the needs of British firms after the War, 
as regards fitinncial facilities for trade, particularly with reference 
to the financing of large overseas contracts." 

In India also, the question of industrial finance began to 
receive prominent attention about that time. There had hecn 
growing, for some time past, a widespread feeling that the 
development of Indian industries was hopclcs-sly inadequate. 
India had an en orm ous wealth and varictY of raw materials but 
in stead of utilising them in her own industries, she was m erely 
e xporting them to enrich the economic dc Yclppment„qf other 
c ountries . There was probably no other country wliere the 
resources were so immense, the possibilities so great and the 
achievements so meagre. India had a grt-al industrial future 
and it was highly desirable that steps should immediately he 
taken to cn.snre a rapid indu.striali.'jation of the country. One o f 
ibfi fi rst requisitica o f ind u sj r ial develnp meiit i t_wa s po inted ou t , 
w a_g an adequate siinnlv of financiaLfacilitirs, a nd t he financial 
n ecds of Indian industry must .i,ie„ f iLijy_ . satisfied in order to 
n ehieve the desired goal of indii.strial .progress. 

It was also felt ibal the capital needs of Indian imlu.stry 
would grow to a considerable extent as soon as the ar was 
over. The tonic of the War must foster a large number of new 
industries. Old industries would require to be reconditioned 
and overhauled. Extensions would also be urgently called for 
in many instances so as to obtain the economies of large-scale 
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producfcioD. Industrial finance was required on a larger scale- 
than ever before. An In dustrial Commissi on which was appoint- 
ed about this time gave great prominence, in their Report 
published in 1918, to this question of financial facilities for 
Indian industries and stressed for the first time the desirability 
of establishing specialist institutions for financing them. 

I n more recent year s, in the thick of the world-wide economic 
storm, when industrial stagnation became acute and unemploy- 
ment figures were mounting rapidly, the same question of 
industrial finance was resuscitated once more both in England 
and in India. Ideas were gaining ground that lack of adequat e 
fi nancial facilities had considerably intensified the presen t 
in dustrial depression, and a reafnlar_ani RyRtp.mntic supply of snch 
fa cilities was nvpently required to bring about, a q uick industri al 
r ecovej w. Ee-organisatiou, reconditioning, modernisation of 
plant and machinery~in some cases very badly needed— could 
never be effected without this financial assistance. The banking 
system in tliis connection came in for some very sharp criticisms 
in England as well as in India. There appeared to be an 
undercurrent of feeling that the banks were not doing, their best 
to help the industries and the relations of banks to industry 
aroused the keenest of discussions in both the countries. 

The controvers}' over this thorny question assumed such pro* 
portions in England that it was made, among other things^ the 
subject matter of investigation by an important C ommit tee under 
the Chairmanship of Lo rd Macmil lan in 1929. In the same year 
the Government of India appointed a Banking Enquiry Committee 
as a concession to a great popular demand. Not only was the 
exami nation- of the entire banking system of the country included 
in its purview but one of its main objects was stated to be an 
enquiry into the present position of industrial finance in India 
and also the part played by the Indian banks in its provision. 

Broadly speaking, organised industry requires Jwo_kinds_^ 
fi nance, fixed or block capital and fl oating capital or teim 

a ccommodation f nr its day-to=day.. needs. The former includes 
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not only the long and large loans which are required for the 
inception of a new industry, for purchasing land, erecting 
factory buildings and installing plant and machinery, but also 
the more or less permanent funds which an old established 
concern needs to extend and reorganise itself, to remove old 
plant much of which may have become obsolete and refit with the - 
best appliances and lastly to take prompt advantage of new 
processes and discoveries. T he initial capital is generally rais ed 
b y means of subscriptions from the invesling nuhlic. while th e 
capital for rcplap,e7nent nr pvte nsion is usually raised by mean s 
nf debenture issiips, hearing a fixod rnlp. nf infprpQf fl oatin g 

o r working capi tal is required for the purchase of raw materials 
and stores, for expenses incidental to the marketing of products, 
for financing outstandings in respect of goods supplied and for 
providing the necessary funds for paying wages and meeting the 
day-to-day requirements. Tliese credits are of a temporary or 
seasonal character, either self-liquidating or to be repaid ulti- 
mately out of the issue of more permanent capital. To furnish 
these short-dated credits which are endless in the variety of their 
conditions is the principal function of the bank.^ A certa in 
p ortion, however, of the working capital of an industry, althou gh 
used for current e.xnenses, is really of the nature of permanent 
capital . The stock of raw materials, manufactured and semi- 
manufactured commodities never falls below a certain minimum 
and the capital required for holding them is of the nature of 
permanent capital. Only that amount of working capital over 
and above this minimum can be characterised as short terra 
finance. According to strict theory, therefore, a portion of the 
normal working capital must have to be provided out of the 
subscribed share capital and the industrial company must be 
working for some time before it is ready for financial accom- 
modation from banks.' T he nature of an industry has a great 

> Beporl of the Comniitf ee on Finance and Indualry, 1931 , ciiid. 3897, p. 169. 

2 Diseiifsione teilh Foreign Experts— Indian Central Banking Enquiry Committee, 
Vol. IV, p. 146. 
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(le al to do with tljejelative proportion between block and worlt - 
ii ig capital require d. The more roundabout and complex the 
pro cesses of production gro w, tliegre ater must be the proporti on 
of fixed to. worJdng capital. In such industries as hydro-electric, 
iron and steel and even in jute and cotton, block capital is very 
large in relation to working capital. On the other band, in th e 
ca se of the small and cottage industries where production is 
ca rried on under the simplest conditions and with most inexpe n- 
si ve tools and implements, the reverse iR.thp. r^a sR. In betwee n 
tb e above tw o kinds of credits, long and short term, in dustrie s 
fr equently require credits for intermediate periods, i.e., for period s 
v arying from one or two up to five yea rs. As the Macmillan 
Committee have pointed out in their report, such intermediate 
credits fall mainly into three types, viz. (i) hire purchase or 
instalment sales, (ii) advances against deferred payment and 
(ni) long-term credits. ^ 

In any comprehensive plan for providing industrial finance 
for a country, attention must no doubt be directed towards tbe 
provision of all the above t hree kinds of financial facilities — short , 
medium and long- term. But nr imarv attention must be paid t o 
tbe third for m. The very life blood of industrial growth lies in 
tbe systematic and orderly supply of this long-term finance. 
The question of long-term industrial finance has assumed, for a 
variety of reasons, particular importance in India. It ran like 
a thread throughout the mass of evidence tendered before the 
Industrial Commission of 1916 and before tbe last Central and 
Provincial Banking Enquiry Committees. In these days of 
economic planning and industrial rationalisation, it has received 
an added importance. It has been frankly recognised that any 
programme for tbe industrial recovery of India must include 
within its purview a well-ordered scheme for providing long-term 
financial assistance to her industries. While the question of 
the provision of long-term industrial finance should engage our 


1 lleport of tbe Comm.'flee on Finonce and Industry, cmd. 3897, pp. 169-70. 
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foremost attention, that of the supply of working capital to 
industry cannot also be neglected. The inadequacy of working 
capital for industry and the high cost of such as is available are 
an important element in the problem of industrial finance in 
India. In any study of industrial finance in India, a considera- 
tion of this aspect of the problem is also called for. 

At the present moment when we are seeking to discover the 
most eflScient methods of financing industries in India, a study 
of how the problem of industrial finance has been solved else- 
where may prove to be not only of absorbing interest but also 
of great value. Different countries have attempted to solve the 
problem in differe it ways and in this connection a survey may 
very usefully be undertaken of some of the typical methods 
adopted in financing industries. It will be necessary to analyse 
the principal agencies for industrial finance and to examine the 
part played by eath of them in its provision. The question of 
special machineries for furaishing financial assistance to indus- 
tries should be carefully investigated and the lines on which 
such a machinery, if necessary, may be evolved for India should 
also be suggested. It is in this background that a study of 
industrial finance may profitably be made in India. 



CHAPTER II 


Banks in Relation to Industrial Pinancikg— 
German Banks and Industry' 

In any study of industrial finance, a great deal of attention 
must be paid to the r elationship of banks to industr y. Nothing 
has aroused so much interest and notliing has been made the 
subject-matter of so much controversy as this question of the 
relations of banks and industry. What should be the banking 
policy in relation to industrial financing? S hould the bank s 
fu rnish permanent capital to industry or should they con fine 
the mselves to the provision of current finance on ly ? Are the 
banking facilities in either of these senses adequate for industry ? 
These are some of the questions which have been widely dis- 
cussed in recent years. 

Ban king policy with regard to industrial financing has not 
b een uniform in every country . Broadly speaking, the attitud e 
of banks has been either one of close collaboration with or of 
strict aloofness from industry. The former attitude of which, 
Germany offers the best example is typical of all Continental 
banking, and is to be found chiefly in Italy, Austria, Hungary, 
Belgium and the Netherlands. The latter is characteristic of the 
E nglis h system of deposit banking. A discussion of the relations 
between banks and industry must necessarily call for a treatment 
of the important part played by the German banks in the financ- 
ing of German industries. It has occupied the centre of the 
stage in all recent discussions of banking policy with regard to 

1 The snbatance of this chopler wss published in the form of en erticle fa the Calculia 
Seciew, September end October, 1831 (revised and re-wriiten) 
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industrial financing. Ecpeated references were made to it by a 
large number of witnesses before the Committee on Finance and 
Industry in England as well as the Central Eanking Enquiry 
Committee in India. In many quarters, however, there exists 
even to this day a great deal of misconception, at any rate in 
the popular mind, as regards the extent and form of the 
industrial finance provided by the banks in Germany. There is, 
for instance, a kind of impression that the industrialist in 
Germany gets from the banks advances for fixed capital purposes 
that he would not get from an English banker. There is a 
widespread idea that the German banker takes a peculiar delight 
in granting long-tqrm credits. But Dr. Goldschmidt in the 
course of his evidence before the Macmillan Committee clearly 
stated that it was, generally speaking, not the case. The 
German banker believes as much as any other banker that, 
generally speaking, it is not the business of a bank to grant 
long-term credits. He has a great antipathy, in common with 
bankers all over the world, .against advances for fixed capital 
purposes and always looks critically at any credit which 
is not a floating credit for working capital purposes. ’ “He 
only gives it in exceptional cases and after he has fully 
investigated the condition of the individuil companies and 
has satisfied himself as to w'bat purposes the credit will serve 
and w'hat are the possibilities of amortisation.” In many 
instances when the bankers have found it impossible to avoid the 
granting of such credits, they have had to help industry over 
difficult periods by taking up themselves shares and bonds as 
during the crisis of the inflation and stabilisation periods. But 
lasting participation has not generally been their policy with 
regard to industrial enterprises, at least in the modern times. ” 
They may have been forced to this position when an issue has 
proved to be unsuccessful or when they have had to buy hack 
their own issues to maintain their price. Thus, during the 

1 Minutes of Evirtence, Committee on Pinenre end Indu-try, Vol. II, p. 155. 

5 P. B. Wlmle, Joinlsioek Banliinr/ in Germany, p. -IC. 
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post-war years, the banks were often severely handicapped in their 
issue and placing business, so that they were unable to place 
more than a limited portion of their holdings and could reduce 
their security portfolios only temporarily. 

Ideas are also ^videly current that German banks frequently 
start new industries and act as managers of industrial concerns 
as well. Generally speaking, the starting of new industries is 
not their function. When private enterprises are converted into 
jointstock companies, and if such conversion is warranted by the 
sizBj past records and prospects of the business, the banks 
sometimes take a limited share interest in the new companies. 
But any impression that the banks start with selling shares of 
the iointstock company, buying factory sites, bricks and steel and 
thus establish an enterprise is wholly wrong. * The banker never 
claims to be an industrialist in Germany. It is not his practice, 
ordinarily speaking, to act as a responsible leader or manager 
of industrial concerns. It is only when the financial structure 
of industrial companies sho^vs so many cracks that they have 
become particularly weak or insecure that the banker in Germany 
steps in and assumes responsibility for management.* But it is 

involuntary and never sought for. 

At the same time, however, it must be observed that just as 
it is wrong to think that the German banks are always ready to 
furnish long-term finance to industry or participate in the promo- 
tion of industrial companies, it will be equally wrong to believe 
that they have never done it. In his anxiety to dispel some of 

the prevalent illusions regarding the industrial activities of the 
German banks Dr. Jeidels caused considerable misapprehension 
in the minds of the members of the Indian Central Banking 
Enquiry Committee. * An impression seems to have been 


1 n/— * mth For.i!,n Rxpern-Indian C«t»l Backing Bng.iiy Committee, 

Vol. IV, pp. 1W-V9. 

8— 1228B 
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conveyed by his observations ' that the German banks had at no 
stage of their development furnished long-term finance or taken 
an active part in promoting industrial companies by taking up 
their shares. That impression is not correct. The truth is that 
the German banks have evolved themselves into a position to-day 
which is wholly different from that in the earlier stages of their 
development. Dr. Jeidels appears to have overstressed the 
recent trends only and ignored the activities of the German 
banks in the earlier stages of their development. He was un- 
doubtedly speaking of the present position of German banking 
whereas his Indian colleagues in the Committee probably had 
at the back of their minds the activities of the banks in the 
earlier years. The evolution in the German banks has been 
going on through a long process of years and is probably still 
not complete. Three different stages are noticeable' in this evo- 
lution; and their functions have undergone remarkable changes 
as they have passed from one phase of development to another. 
In order to understand the relationship of the German banks to 
industry in its true perspective, it will be necessary for us to go 
back to the beginnings of these institutions and to trace the alter- 
ation in their policy with regard to industrial financing through 
the successive phases of their evolution. 

1848-1870 

In the first stage of their development the German banks 
were pre-eminently banks for loans ' to industry ; and as such 
played an important rdle in the financing of German indus- 
tries. They were formed with a distinct industrial bias. Take 
for instance, the Schaafhausen’scher Bank verein of Cologne, 
the first German jointstock bank, established in 1848. Although 
the statute precluded it from indulging in any kind of speculative 
activity outside the sphere of proper banking business, the insti- 
tution from the very start invested in shares of various com- 
panies, mortgages and industrial enterprises. Within a few 
years of its establishment, it financed several mining and 
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metallurgical undertakings in the Ehineland and Westphalia, 
The Bank fur Handel und Industrie was established in 1853 
mth the ' distinct object of taking an interest in industry. It 
was modelled on the “ credit mobilier " of Brance and one of its 
co-foundersj, Abraham Oppenheim, was the founder of the Credit 
Mobilier. This bank was expressly empowered by its statute “to 
participate in the promotion of new companies, the amalgamation 
and consolidation of ditferent companies and the transformation 
of industrial undertakings into jointstock form, and also to issue 
and take over for its account the shares and debentures of such 
newly created companies.” ^ It contemplated from the very start 
promoting solid and large-scale undertakings through the invest- 
ment of its own and outside funds. Bi the first year of its 
existence it was responsible for the development of German and 
foreign railways. It took over shares of the Austrian State Bail- 
way, purchased the entire Brunstvick railway system and held 
preference shares in the Cologne Minden railway. It also in- 
fluenced the growth of many engineering and textile industries in 
the South of Germany and took part in the flotation of many 
German and Austrian loans. A number of other banks was 
established about this time following the model of the Bank fur 
Handel und Industrie more or less closely. Of these the more 
important w’ere the Disconto Gesselschaft, the Berliner Handels 
Gesselschaft and the Mitteldeutsche Creditbank. The Disconto 
was established in 1851 with a capital of 30 million marks and 
was changed into a limited liability company in 1856. Like the 
Bank for Industry and Trade at Darmstadt, it participated in 
numerous railway transactions. It became connected with the 
Silesian Kailway Company, the Alsenez Railway, the Ehine 
Nahe Railway,, etc. Besides railways, it was also engaged in the 
development of salt pits, mines and iron works as well as 
secondary banks and insurance companies. It had even in 
recent years several industrial interests among which the we 

1 Art. in E, 0 f Statute of the Bank fur Handel und Industrie. 

» Haneer, Germany’t Commercial Grip on the World. , 
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known United Steel Works and the Hamburg American line 
might be mentioned. 

It is interesting to note that the German banks in this 
period carried on their business with their own capital resources 
and were not dependent upon deposits from the public. The 
balance sheets of 14 joint-stock banks in 1857 showed a total of 
296 million marks of which not less than 205 millions were 
represented by the money of the shareholders and only 57 miilons 
by deposits and acceptances.* The ordinary banking business of 
receiving deposits and making short-term loans from these depo- 
sits was considered by them merely as a side-line. Their main 
business consisted in investing the shareholders’ money in in- 
dustrial and commercial enterprises, the object being to reap as 
large a profit as possible for the shareholders. A considerable 
portion of their resources was invested in industrial securities. 
The banks in that period, therefore, “ partook more of the charac- 
ter of investment trust companies than of banks properly so 
called.” * 

1870-1918 

The banks assumed a new character when they began the 
systematic fostering of deposit business from the early nineties. 
The lead was taken by the Deutsche Bank ; and the other banks 
soon followed it in attracting deposits by offering more liberal 
terms and by making them in favour of the traders and manu- 
facturers. The following figures strikingly bring out the enor- 
mous growth of bank deposits. The deposits (including current 
account balances) of all banks rose from 1932'18 million marks 
in 1889 to 964i’59 millions in 1913, of which 5148*63 millions 
were held by 9 Berlin banks, ® The following figures given by 


^ Batiks and Industry in Oermany, gn article b; S. 0. Feodossief, in tbe Bankers’. 
Magazine, June, 1930. 

* IWd. 

’ P. B. Whale, Joinlstock Banking in Germany, p. S3. 
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Dr. Eiesser also illustrate tbe growth of deposits in the case of 
the four ‘ D ’ banks between 1870 and 1908 * : — 


Bank. 

Vear. 

Deposits 

(in million marka). 

Deutsche 

1871 

8 


1908 

489 

Dresdner 

1875 

2-8 


1008 

224-6 

Disconto 

1871 

14-8 


1908 

218-5 

Danustndter 

1870 

16-1 


1908 

108-8 


The resom-ces of the banks, whicli in the earlier stage bad 
been confined to their own capita] and reserves, came now to 
consist of other people’s money in the form of more or less short- 
term deposits. The rapid economic development of Germany 
during this period necessitated the provision of finance for the 
growing requirement of trade and manufacturing concerns. 
With the increase in the deposits, tbe banks became able to 
extend more credits to them. Thus a considerable part of the 
constantly growing volume of deposits came to be used by them 
for assisting the development of industries in which they were 
interested as promoters, shareholders and debenture-holders. 
The banks which had originally resembled investment trust 
companies and considered pure banking business as a mere side- 
line now gradually evolved themselves into deposit banks. But 
they did not abandon their old preference for investment banking : 
their original character of the investment trust companies was 
retained. They combined the investment trust business of the 
former period with the deposit business of this period ; their 
business became mixed and varied. From this period they 
acquired their distinctive features and came to be known as 


1 Biesser, The Great German Banks and their Concenlralion, pp. 205-08. 
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•'mixed banks.” In addition to the business of an English 
jointstock bank, it now included the functions which are regarded 
in England as belonging properly to company promoters, issue 
houses^ underwriters, merchant bankers, discount houses and 
even stockbrokers. 

191S-1930 — If or and Post-War Years : — 

The evolution of the German banks did not, however, stop 
at that stage. They have been developing along new lines in 
more recent years. ( Ever since the last Great War, a slow but 
steady revolution has been taking place in their business. 
During the war and the )fears immediately following it, lending to 
public authorities became the main business of the banks. They 
concentrated on financing Government by floating its loans. The 
Government in many cases took upon itself the task of financing 
industry. The opportunities for dealing in or for creation of 
securities were also limited by war time regulations. All these 
circumstances altered to a considerable extent the status of the 
German banks ; they became during this period purely deposit 
banks.^ The following figures giving the average percentage of 
securiwes to total assets in the case of eight Berlin banks during 
1914-18 strikingly illustrate the marked decline that took place 
in their security holdings ^ : — 

1913 1914 1915 1916 1917 1918 

Eight Berlin Banks... IS'O 19-9 11-8 91 6 6 6‘2 

This decline in the percentage of securities to total assets was 
not only well maintained in the post-war years but was even 
accentuated in the years of the inflation. The banks grew' 
more and more cautious. They became reluctant to tie up 
their funds for long periods and concentrated far more on 
regular banking business than formerly. There was no doubt a 
revival of the typical industrial activities of the German banks 


I P. B. Whale, JoinlfloeA- BonifnfF in Oermony, p. 202. 
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during the years 1926 and 1927 but barring this, their tendency 
to '^switch” over to deposit banking, and that in the English 
sense of the expression, was unmistakable. This recent trend 
in German jointstock banking is amply illustrated by the 
following figures showing a marked decline in the relative finan- 
cial importance of their investment banking business. As com- 
pared with the figures for 1913, the decrease in the relative size 
of long-term investments as shown by the proportion of own 
securities and syndicate participations to total assets is strikingly 
significant^ : — 


Securities as Percentage of Total AssefB 


Average for 8 Berlin 

1913 

1919 

1920 

1921 

1922 

Banks 

13-0 

2-6 

2-3 • 

1-7 

0-23 

Average for 7 Berlin 

1924 

1025 

192G 

1927 

1928 

Banks 

6-7 

5*0 

4-3 

4-2 

8-9 


Even before the "War, it will be a mistake to suppose that 
investments occupied quite a large portion of their busine.s8. 
Even in the pre-war years the holdings of securities, syndicate 
investments and participations in other banks were never 

very large. The average percentage of securities (including 
syndicate and bank participation) to the total assets in the case 
of nine Berlin Banks from 1907 to 1913 as shown in the following 
table clearly illustrates the position*; — 

1907 1903 1909 1010 1911 1012 1913 

Average for 9 Berlin 

Banks ... 10’3 ll'O 9'3 I2'4 12'0 13’1 38 2 

In the present times the proportions of long-term investments 
have fallen still lower. The importance of this part of their 
business is gradually receding into the background ; and the 

* The tables are based open data «ivcn bjr V. E. V.'bale, or/, cit„ pp. IK, 202, S&3 acij 
27S. 

* Baaed open data given by P, E. Whale, op, tit. 
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banks are steadily turning into deposit banks in the English and 
American sense of the word. 

But more must not be inferred from this statement than is 
intended here. It has already been noted that the banks have 
not been indifferent and inactive when opportunities have come, 
as, for example, in 1926 and 1927. Indeed the recovery of 
German industry from the depression of 1925-1926 would have 
been difdcult without the co-operation of banks with industry. 
Besides, it may be that the low proportion of shares and syndi- 
cates is due to the fact that these are being quickly passed over 
to the investing public. But it has to be acknowledged that the 
post-w'ar German banks were tending to develop very much along 
the lines of the pre-war English deposit banks. This is evident 
not only from the comparative decline in the securities business 
noted above but also in the rapid increase in deposits and fall in 
capital and reserves. The following figures indicate a significant 
decline in the proportion of capital and^reserves to liabilities, 
while the percentage of deposits and current account balances is 
comparatively rising^; — 

Capital and lleserres os Percentage 
of Total Liabilities. 

1913 1927 ISSS 

Average for 8 Berlin Banks ... 19'0 8'6 * 7'0 * 

Deposits and Current Account Balances 
as Percentage of Total Liabilities. 

l!)13 1927 1928 

Average for 8 Berlin Banks ... C2'l 85'1 86*1 * 

The figures available for the principal German banks tell 
the same story of a remarkable decline in the proportion of 
capital and reserves to liabilities. The latter are seen to have 

* Figures for 7 Banks. 

1 F. B. Wbale, JointstoeJ; Banhing tn Gennong, p, 875, 
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risen by 40Z , while the former are little more than one-third of 
the pre-war figures ^ : — 




In Millions of BM. 



1913 

1925 . 

1936 

1937 

1920 

Capital and Reserves 

... 2,338 

666 

763 

813 

836 

Acceptances ... 

... 1,850 

259 

350 

435 

453 

Creditors (deposits) 

... 0,769 

4,906 

6,528 

8,128 

10.399 


The figures given above illustrate the recent tendency for 
German banks to depart more and more from the pre-war practice 
of combining the functions of commercial banking with those of 
investment banking in all its aspects. The continued increase 
in deposits is not certainly accidental. The German banks are 
working with funds deposited with them to a far greater extent 
than was ever before the case and have to exercise more and 
more caution. They have reduced their totals of securities and 
joint syndicate holdings and are conforming more closely to the 
recognised canons of commercial banking as adopted in 
England. The separation of commercial from investment bank- 
ing functions is one of the most striking features of recent 
banking legislation in Germany The German Credit Act of 
December 5, 1934:, lias set a limit to bank holdings of real estate 
and speculative investments. Stocks, and bonds not admitted to 
German stock exchanges that are owned by a credit institution, 
must not exceed a certain percentage (in no case less than 5%) 
to current liabilities to be fixed by the Supervisory Board. 
Permanent participations and investments in property and build- 
ings shall not exceed the capital and reserves of the credit 
institution.® Thus both law and practice are tending to reverse 

* Tlie Ti 7 )im Trade and Niifli'iiMn'iig Swppfenienf. Banking Section, 2fi(h June, IO3O. 
Also llie Economist (llanliiog Supplement), 12lh May, 1933 

!f Sec. 17 (1) and (3l, the German Credit Act of December 5, 1031. Federal Rescree 

Bulletin, Jonnary, 1985. 

8— 1223B 
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a bank'iDg -traclition built up in the country over more than a 
century. 

Technique of German “ Indnslrial Banhing ” : 

The close relationship of German banks to industry 
commences from the very foundation of the industrial company. 
The banks lend their collaboration in founding almost every 
important company whether in the case of converting an already 
existing private enterprise into a jointstock company or of 
exploiting an absolutely new invention. The procedure is usually 
as follows : The bank first calls for full particulars about the 
industrial concerns and then finds some aulhority, not of its own 
staff, to investigate. The German banks, contrary to general 
belief, employ no staff of industrial experts. The expert is 
usually the director or manager of another industrial company 
connected with the bauk. If, for e.xample, it is a sugar factory, 
remarks Dr. Jeidels, the bank wnll ask one of its clients in the 
sugar industry for the favour of recommending somebody from 
his owm staff. ^ “If the bank, after examination, decides to 
found the company, it draws up the scheme of financing, 
determines the amount and the type of capital to be issued and 
then in some cases itself takes a part of the shares into its 
security portfolio with the idea of issuing them at a later date.’’ ® 
In this way the founding bank becomes the issuing bank. 

The origin of this intimate connection between a bank and 
an industrial enterprise lies in the opening of a current account 
for the latter. This current account, it must be noted, is not 
identical with the English cheque account. As Mr. Whale lias 
pointed out, a current account relation in Germany is said to 
exist between the bank and its client “ when money claims arise 
on both sides and these claims are not settled individually but 

Di«cu»ions icrtfi Foreign Indian Canlrat Banking '.Engniij Cotninitleff, 

VoLIV.pp. W7, 187. ' ^ 

* Minutes of Etidenees, Committee on Finance and Induaft; (Memorandum on German 
Banking t-r Dr. I. Goldschmidt), Vol. II, p, US. 
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are treated as items in an account, of which the balance is struck 
periodically. Once this balance is determined, the several debts 
on each side are considered to be settled and there emerges in 
their place one claim and one (equal) debt.” ^ Interest is 
reckoned on l)oth sides of the account. 

The current account credits, though generally for short term 
only, are occasionally time credits and are granted more or less 
for long periods. Such long-term credits are generally pre- 
paratory for future loans ; they represent in principle advances on 
future issues. Thus the German firms depend on their current 
account advances not only for working capital purposes but also 
for extension and replacement of machinery in anticipation of 
recourse to the investment market. These current accounts 
represent a large portion of the total assets of the banks and in 
1910 the total sum due on that account in the case of eight Berlin 
banks was about 41_^ of their entire assets.® No definite rules 
can be given as regards the collateral security required for credits 
of this kind. The credits are very often granted without any 
security at all. They are then based upon personal confidence 
in the efficiency and managerial ability of the businessmen as 
well as on the earning power of the concerns. Such unsecured 
credits are, indeed, considered best and safest by the German 
bankers and in 1929 constituted 25 of the total debts of the 
principal Berlin banks. ® In the case of secured credits, the 
security demanded is usually of an easily realisable character, 
such as stocks and bonds quoted on tbe stock exchange or 
stocks of commodities. Sometimes first mortgages are also 
accepted. 

The opening of the current account is the first link in the 
long chain of transactions between the banks and industry. 
From the moment the current account relation begins, the bank 

> P. B. Whale, JoinUtoeh Banliing in German!/, p. 37. . , „ , , 

2 Banks and Industry in Germany, an article hy S. G. Peodossief in the Bankers 

Magazine, Jaoe.lUSO. „ , tt im 

3 Minutes of Evidence, Committee on Fioance and Industry. Vo). H, p. 160. 
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closely follows the interests of its client’s business. If the bank 
finds that its client has tbe value it has attributed to bini, it 
renews and increases tbe credits from year to year. Credits at 
first short become longer and larger and as occasion arises, 
capital transactions — conversion into a jointstock company, 
issue of bonds and shares, direct participation, co-operation in 
management — all closely follow one after anotlier. 

Banking collaboration to industry is lent by issuing the 
shares and bonds of industrial enterprises. “ Tbe business 
of issuing industrial securities is the keystone of the vast 
structure of the industrial relations between banks and industry 
whose foundation is the current account business.” ‘ When 
the bank in England gives its name to a security, it 
assumes no responsibility for it. But in Germany the bank 
becomes responsible for the future development of the securities 
which it has issued. It cannot shirk that responsibility without 
damage to its reputation. In England the great bulk of the 
issues is made by the big banks, the name of the bank appearing 
on the prospectus. But that docs not make the bank responsible 
for the issue. In the English system the banker is merely a 
receiver of subscriptions to issues but in Germany the 'making of 
an issue only represents one stage in the continuous relationship 
between the banker and industry. The banks in Germany can 
only introduce an issue by responsibly signing the prospectus 
along with the issuing company. They arc members of the Stock 
Exchange. In applying for admission to its shares, a bank 
has to submit a prospectus bearing its own signature, which is 
subject to a close examination by the vSlock Market Listing Com- 
mittee. This committee is composed partly of representatives of 
Government departments and partly of representatives of banks 
and all departments of business life. The representatives of the 
introducing bank, being interested parties, -are usually excluded 
from the examination of the prospectus. 


* Biesscr, op cil., pp. 3G-1-C5. 
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This issue business is generalJy carried out by what is calJed 
in G-ermany a ** Syndicate” or “Eonsortium,” comprising several 
jointstock banks and a number of provincial banks. They make 
themselves responsible for the issue collectively and they come 
together for that purpose into an association which is called a 
“ Konsortium.” Each member of the Konsortium ’ has a 
certain quota and is expected in the case of the syndica'e credit to 
advance a proportional amount. The majority of the short-term 
current advances are made by the banks individually ; while these 
syndicate credits are mostly really lai-ge and long-term ^ One of 
the members of the banking syndicate is chosen as tlie “ Leiter ” ■ 
or Director of the common transaction. The shares are not 
divided among the members bat remain in the custody of the 
“ Director ” bank until they are sold out to the public.® The 
syndicate is generally formed for a certain period and on its ter- 
mination the total profit or loss and any remaining securities are 
shared among the members in proportion to the participation 
which they have accepted in the issue. The net effect of the 
German hanks working jointly in syndicates is much the same 
as tliat of the English underwriting system. This method of 
creating ‘ syndicates ’ not only tends to reduce the risk borne by a 
single bank by spreading it out among all the associated 
banks but is also remarkable, as Dr. Goldschmidt points out, 
in preventing one bank fi-oro granting credits unknown to 
the others. This acts as a financial brake on the concern which 
would not otherwise he obtained.® 

It will be difficult to realise without personal experience 
what a feeling of intimate relationship and solidarity has deve- 
loped between the German banks and industry. This co-opera- 
tion has been built upon the bedrock of a spirit of mutual confi- 
dence that has grown between them, a spirit that has far out- 


' The Economist, March IS, 1930, pp. 672-73. 

* P. D. Whale, Jointstock Banhing in Germany, pp. 46-46. 
s Minutes of Evidence, Commitlee on Finance and Indostry, Vol. U, p. 149. 
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stripped the question of immediate gain and has emanated from 
a genuine desire on the part of both to further industrial welfare 
as a whole. This feeling of solidarity and mutual confidence has 
found its practical expression in the representation of the banks 
on the boards of industrial and trading enterprises. While the 
managing directors of the banks are generally on the boards of 
the most important enterprises, the next ranks in the hierarchy, 
the managers, are often delegated to the boards of the smaller 
companies, while branch managers are nearly always to be found 
on the boards of the local companies in their districts.” In 
addition to the appointment of Directors, the banka sometimes 
appoint one of their employees as Departmental Manager, Secre- 
tary, Accountant or Engineer to the newly connected industry.^ 
Not only do the members of the bank directorate sit on the super- 
visory board of industrial enterprises, but captains of industry 
are frequently invited to take seats on the bank Aufsichtstrat. 
This exchange of representatives is an important link between 
banks and industry. The bond between them is strengthened 
and thereafter they are joined together “for better or worse. 

It must be noted in this connection that the banker never 
gives his advice on purely technical or industrial questions but 
always on financial matters. As a rule the industrialist is respons- 
ible for the business and general management of the company 
and the banker is merely the adviser on financial questions. It is 
not in conformity with the spirit of the German Aufsichtsrat to 
go beyond that. In exceptional cases when the financial structure 
of the companies has been impaired, the banker has gone beyond 
but always involuntarily. 

This exchange of representatives has often been described 
as an ' interlocking of directorates.’® But in view of the peculiar 
functions of the German Aufsichtsrat, such a description will not 

> nr. Nimenji's MemOHnaum, Indian Central Banking Enqniry Committee, Vol, 11 
(WrittiH Evidence), p. 292. 

® Eiesser, op. cit., pp. S66-G7. 

® Walter Leaf, Banking, p. ISO, 
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be quite correct. Its fimctious are not quite the same as 
those of an English Board of Directors. It does not possess any 
executive, but only consultative and supervisory functions. It 
determines in consultation with the managing directors the general 
policy of the company. Everyone of the members has the right 
to demand information and carry out investigation.* From the 
members of the Aufsichtsrat are elected a Presidium and certain 
committees, such as the committee for credit business. A number 
of members of the Board and of these Committees are industrialists 
so that expert advice and special information about industrial 
matters can be obtained confidentially from them in the case 
of large credits. 

The day-to-day work of the bank is done by the body of 
managers. " The policy of the bank, the business of the bank 
and the representation of the bank are in the hands of the 
managers.” The executive management consists of ” personally 
responsible partners ” who are responsible for the liabilities of 
the bank with their entire fortunes and of managing directors 
(members of the Vorstand) in banks organised as limited liability 
companies. These managers have joint leadership. Every 
individual has to give his decision on great questions as to grant- 
ing large credits and issues and other important things. In the 
case of important credits the approval of the Credit Committee 
which meets from time to time to discuss such credits isi’equired. 
Por small credits, the sole responsibility is assumed by the 
partners or directors. But when they are in doubt, or when 
they have to deal with important credits, i.e., those that are over 
a certain amount, the Aufsichtsrat will be consulted, and the 
judgment of those members who are particularly experts about 
the company applying for credits will be sought. The manage- 
ment can always approach the Aufsicbtsral or invite some of its 
members for tbe purpose of consulting them and seeking their 
advice on important questions. 

* P. B. Whale, op. cit., p. 61. Also Minatef of Evidence, Cominitlee on Finonce anil 
Indaatry, Vol. II, pp. 167-68. 



24 


INDUSTRIAL FlNANCTi: IN INDIA 


Prom the data collected bj'Dr. Eiesser we are able to form 
au idea of the extensive representation of the banks on the super- 
visory councils of industrial concerns. The Deutsche, for example, 
in 1911 had seats on the supervisory boards of 159 companies, 
the Scbaffhausen’scher Bankverein on those of 148, the Disconto 
OJi those of 143, the Darmstadter on those of 132, the Dresdner 
of 120 and the Berliner Handclsgesselschaft of 123.’ 

The position of the banker on the boards of several competing 
firms is not incompatible with the independence of these concerns 
and the continuity of compelition between them. This is due 
to the spirit of mutual confidence, already referred to, between 
the banker and the industrial traders. “ It Ls the same,” as 
Dr. Goldschmidt observes, “ when you visit the doctor. He will 
never say anything about your illness to your friends. He 
knows very well that he must keep your confidence.” “ This 
position of the banker is very good for him as well as for the 
company. He can learn in the different companies the various 
methods, ideas and kinds of leadership. He can very usefully 
advise other companies and can very often settle differences 
between them. He can render really valuable service when 
schemes of amalgamations are being considered. He can alwa 3 's 
approach other bankers and have a discussion with them over the 
scheme not only as au interested party but also from the general 
economic point of view. 

The membership of a large number of boards in this way 
gives the banker a broad view of industrial development and 
a wide experience, so that he is generally the obvious man with 
whom to discuss new financial transactions and schemes of busi- 
ness organisation. His experience together with his capacity 
and advice proves a very valuable asset for the boards of bis com- 
panies particularly when he through his. confidential personal 
relations has a general view over the situation of competing 


' Riesser, op. rit., App. IV', pp. 897-920. 

* Mitwies of Evidence, Committre on Pinanre nnd InduBlrr, Vol. II, p. 167. 
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similar enterprises anil can therefore jiiiige and estimate the value 
of measures and schemes of general industrial policy.” 

l^rom the foregoing analj’sis of the technique of industrial 
hanging in Germany, the fallowing points emerge very clearl^'^. 
The banks grant short-term as well as long-term loans but the 
short-term deposits are used as a rule for the short-term loans; 
Credits for long periods whether for new or old established con- 
cerns are generally raised by issuing shares and debentures and 
selling them to the investing public. The issue of shares has 
generally been preferred for permanent improvements. When 
capital has been required for improvements of considerable dura- 
tion but yet teiminating after tjielap.se of a certain timcj the 
hanks have raised it by issuing bonds redeemable by amortisation 
witbin a fixed period. These debenture bonds have been issued 
whonever comparatively long-term loans have been required for an 
extension or renewal of macliinery.* The banks may somletimes 
take up shares and debentures in- the first instance and may often 
keep the purcha'^cd securities in their portfolios for some time before 
attempting their sale. But they do not generally hold them 
permanently and ultimately dispose of them among the public. 
Whatever might have been the case in the earlier period, lasting 
partieipation has never been their policy with regard to indus- 
trial enterprises in the present times. Since the War at least 
tliey have far less capital locked up in industry than was the case 
in the pre-war days. A careful perusal of the recent balance 
sheets will show that short-term credits generally predominate. 
In fact there has been a startling increase of the short-term loans 
of the German banks in recent years — ^the increase being to a 
considerable extent accomplished at the expense of a decrease in 
long-term investments.* The German banker to-day is as much 


1 Rie^jser, op. cil. 

* M. B. Northrop, Control Policies of llie Behlislianh, pp. 116-18, 


The shorHerm loans of the German banks increased from 19,608 million RM. in 1913 
to 20,429 millKnBM. in 1932: while the long-term iovestmenta declined iTom 26,434 million 
RM. in 1913 to 10,661 million RM. in 1932. 
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reluctant to tie up his funds permanently in industry as any 
•other banker anywhere else in the world. 

Diversified Activities oj German Banhs : 

A study of the annual reports and balance sheets of the 
German banks clearly shows the diverse lines of business that 
they carry on. It seems incredible to one schooled in the 
simple traditions of English deposit banking, how the banks are • 
at all able to carry on such .various lines of business appearing 
to be extremely risky and speculative The diversified activities 
of the German banks and their intimate alliances with trade 
and .industry involve them ii^ heavy credit engagements as 
well as in investments which do not often represent readily 
realisable assets. The union of short-term banking with the 
provision of long-term capital has made them the target of severe 
criticisms. 

In some cases the banks undoubtedly incurred enormous 
losses. But these were principally due to their own errors and 
hazardous ventures. in granting credits the principle of 
distribution of risks was generally disregarded in such cases. 
When a bank gives too much credit to one industry or even to 
one branch of it and when that single industry or establishment 
goes wrong, the result is nece-isarily disastrous. Thus the 
Leipziger Bank and the Dresdner Kreditanstalt owed their 
failures to the extension of excessive credit to single companies. 
The misfortune of the Darrastadter und Mational Bank in 1931 
was similarly due to the collapse of its biggest borrower 
“ Nordwolle.” The larger banks often suffered heavy losses 
in connection with the development ol some real estate com- 
panies, but their solvency could never be questioned. 

Generally speaking, the enormous amount of share capital 
and reserves of the big credit banks, the solidarity of interest 
and the efificient' control exercised by the authorities made it 
almost impossible that they would be shaken by any catastrophe.- 
We have already pointed out that though they made both short 
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and long loans, tliey did not as a rule use their short-term 
deposits for the long-term investments. They issued shares and 
debentures for the purpose of raising the long-term credits. Here 
also we find that their policy was never to hold willingly 
the securities permanently on their own account. Only a very 
small proportion of capital and reserves was emploj-ed for this 
purpose. Through a skilful management, this small proportion 
was invested, rcali.sed and re-inve.stcd in various shares. 

Besides, whenever the risks of immobilising their funds 
appeared to be very great, they departed from their tradi- 
tional methods of participation and helped to establish 
subsidiary companies either in conjuction with industrialists 
or foreign capitalists. They often sought to provide relief 
by mediating loans from abroad, as during the years after 
.«tabilisation, when industries were sulfcring from scarcity of 
long-term capital. In September, 1927, the Deutsche Bank, with 
the assistance of Dillon Read & Co., raised in New York a five- 
year loan of 2i) million dollars with the purpose of re-lending the 
proceeds to middle-sized industrial concerns in Germany for 
a similar term. Shortly afterwards the Connnerz-und-Privat 
Bank rai-^cd a JO-year loan of 20 million dollars through the 
Chase National Bank for the same purpose.’ 

The history of German banking has amply demonstrated 
that it is possible for banks to play a large part in industrial 
financing without immobilising their funds. It has been 
frankly recognised that “without the vigour and daring initiative 
of the banks llie present proud edifice of German national 
economy could not have been erected in so short a time.’’” “ It 
slionid never be forgotten,” remarks Dr. Goldschmidt, “ that 
Germany owes the great industrial development of the sixties, 
the niuelicH and the first dccfide of this century in a large 
measure to what one may de.>?cribc as the ‘ entrepreneur spirit ’ 

« P. n wi n'p, np. cil , p. 272. 

* Driltche Od-onomist, quoted l.y Air. Whale, o/i. cil., p. 331. 
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in blinking.”^ The sRitie ‘ entrcprcnein- spirit ’ was urgently 
called for after the War for the great work of rccoustruction and 
rehabilitation of industry. The enlire economic situation was 
shattered by the War, capital was lost, consumer demand was 
lacking and the technical basis of industry was undermined. 
The banks generously responded to the call of industry and 
stood by it firmly in tlie hour of its peril. Once again during 
the serious crisis whicli enveloped Gcrttian industry during 
1925-20, it wa.s this same spirit which brought about its 
splendid recovery. 

Bcasons /or the Sijfsicm 0 / “ Blending of I'nucfions ” : 

If the German hanks “ live under this system of the 
blending of functions and the confusion of risks,” it is neither 
because they liave preferred it to others nor because they have 
considered it more suited to ilie aims of national economy. It 
is because they could not be otherwise. They arc so to speak 
" daughters of necessity ” * — a product of numerous historical 
circumstances. The German banking system has been built 
up and organised a<5 a consequence of the general economic 
evolution of the. country. The economic situation in Germany 
Was different from tliat in England and other old cairitalist 
countries. In England, the process of industrialisation was 
spread over a pretty long lime awl there was a mass of dormant 
capital seeking investment. Industry had merely to ask for it 
for employment. But in the case of Gonnnny her industrial 
revolution had marolied more rapidly than the formation of 
capital. Before ISlIO there was scarcely any trace of industriali- 
sation in the country. It is from the middle of the 19th 
century that we meet wdth ‘the first awakening of German 
industries. Changes were rapidly taking place about that time 


* Minutes of Evuleiiec, CotntniUcc on Fimni'c a: il Iiiiluslry, Vol. II, p. 14S. 
- Hciiry H luscr, OcrmoiipV Cninmcrrial Grip on the U'orlJ, p. 05. 
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in Gc^nlan3^ The wliolc sj'stcm of coimniinication was 
revolufionisetl bj' the use of railways ; several of her industrial 
branches were trnnsfonnod ; and by means of the Zollvercin, 
unification was achieved in the economic territory. All this 
paved the way for the expansion of German industry and gave 
a great impetus to large-scale production. The jointstock 
company is admirably .suited for laigc-scalc trade and industry 
ami hence the rise of joinf.slock enterprise in Germany also 
dates from tins period. 

The rapid economic expansion created a new and enormous 
demand for capital and credits of all description. The funds of 
the general puhlic were too meagre to meet (his demand. Even 
in the case of tho.se wlio had the necessary funds, they wore 
neither willing nor fitted to become progre.ssivc entrepreneurs ; 
nor would they trust their funds to those who had the necessary 
(pialitic.s. Ht'nco there was place for an agency which would 
secure the confidence of the public and use this confidence to 
divert their capital to sxind industrial undor{al{ing.s. The 
existing fiuauctai organs , were iil-adaplcd for this (ask. The 
lumking .sy.stcm of the coiiiUry consisted mainly of the small 
private hanks, the note-issuing hanks, the great bankers of the 
Rotlischild type ami some other baiik-s of intermediate .standing. 
Industry could not expect a.s.si.stance from any of tlicm. Tlie 
private bankers advanced fund-' neither for a long period nor on 
a large scale. The resource.^ of the note issuing banks were not 
suitable for long-term investments. The other great bankers of 
the Rothschild ty|)e .stood aloof from struggling business concerns 
and were engaged in financing Governments. There was thus n 
serious gap in tlie financial system. The position and means 
of the existing credit agencies were not at all equal for the 
growing needs of commerce and industry. The German credit 

banks stepped into tin's vacant place. 

The close relation-s between banks and industry were an 
outcome of tlie peculiar conditions of the country. The banks 
were obliged to coucenlmte their activities almost wholly upon 
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industry. They could not exert any influence upon agriculture 
because of tl)c Landsebaften. They u'crc shut out from small 
trading and commercial enterprises because of the rapid develop- 
ment of the co-operative societies. If they Iiad in the beginning 
devoted themselves solely to deposit operations, they would not 
have been able to carry on business. Germany in those days 
consisted of poor States where moneys on deposit had little 
scope for circulation. The hanks, therefore, had to take upon 
themselves the task of financing the industries of the country. 
They were, so to speak., horn as banks for industry. 



CHAPTER HI 


British Banks and the Financing of Industries^ 

The intimate relationsbip between banks and industry wbicb 
was found in the preceding chapter to be characteristic of the 
Continental banking sytsem is nnknoAvn in England, The British 
banks consider that their proper function lies in the provision 
of current finance for industry. Short loans in the form of an 
overdraft or in the form of a separate loan account have been 
readily granted by them. But it has never been their policy 
to furnish the permanent funds required by industries for capital 
expenditure. They finance the purchase of raw materials and 
finished goods but they will not provide the funds for the 
purchase of plant and machinery. They are, as a rule, 
reluctant to lock up their funds in Joans to industrial com- 
panies against debentures or real estate mortgages. 

As the Committee on Finance and Industry have observed, 
British industry in the beginning of its growth bad no reason 
to look forward to banking assistance. In those days, indus{i7 
was carried on a comparatively small scale and on a family basis. 
Capital for industry was mainly furnished out of private re- 
sources and profits were employed to build and expand it. In so 
far as it required banking facilities it found them from the family 
banks which had their headquarters in the provinces where the 
new industries flourished. Besides, there had existed in the 


1 The BubstsDce of this ohspfer was published in the form of an arbide in the Modern 
Review, August) 1931 (revised sad re-writlen) 



32 


INDUSTBIArj PIKANCR'IN INDIA 


coiintr}' for many years a large class of inveslors with money 
to invest who were not entirely dependent upon hanks for the 
selection of their investments hut who exorcised an independent 
judgment as to what to invest in.’ These made it nnncco.<sary 
for English banks to embark up)!) indiKslrial venture.s like their 
German rivals. It may be recalled that in Germany and other 
countries of the Continent the only institution.s in a position to 
satisfy the long-term financial nreds of indu-stry were the hanks. 
But in England the case was dilfcrent. When the English 
joinlstock banks developed in the middle of the la-;t century, they 
were not the only financial bodie.';. A capital market had 
already been in existence and its machinery had been developed 
more and more in the course of the following years. Supplies 
from the English capital market had not to provide the fixed capital 
required for industry simply because there were ample opportuni- 
ties for obtaining it elsewhere. Thus the English banks came 
to he confined to performing tlie functions of pure deposit banks 
and left a good deal of other business performed ordinarily by 
Continental banks to specialist iustitullons in the capital 
market. Deposit banking, unlike Germany, became segregated 
from investment banking. The industries in England arc not 
only not dependent upon the banks but they look upon any inter- 
ference from them as a disgrace and a sign of potential insol- 
vency. In Germany on the other baud, a high degree of control 
was often exerci.'^ed by the banks over the associated industries. 
In fact, this control was bound up w'ith and largely a sequence of 
the assistance afforded by them. In England such interference 
and control by the banks would never have been tolerated. 

Tbe very constitution of the English banks— the system 
under which they Avork — has kept them generally aloof from 
industrial financing. They are not at all adapted for that kind 
of business. The whole system is based upon deposits repay- 
able on demand or at short date. The duration of English bank 


• Report of tlie Coniinittue on Finance and Industry, ISSl, cnid. SS!)?, p. 1C2. 
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loans has, therefore, to be necessarily short. In Germany and 
indeed in the Continent the cheque system is not so developed 
as in England. The banks there are not faced like their 
English confreres with a large amount of their deposits being 
repayable at a moment’s notice. The English banks, again, 
work with a far smaller amount of share capital and reserves 
than the Continental banks. The paid up capital and reserves 
of the German banks, for example, were 43 of their 
liabilities at one time ; and on the same date the pro- 
portion in England was 9 and later even 7 These 
are funds which are at their own disposal and not at all 
subject to calls by depositors. The Continental banks, having 
less deposits at call and working with larger resources of 
their own, have been able to e.xtend their trading and 
industrial ventures without serious risk to the depositors. 
With enormous liabilities at call and short notice, the watchword 
with tlie English banks is safety and liquidity and as a rule they 
will not engage in any transactions involving a look-up of 
their resources. They have to invest their funds, generally 
speaking, in first class bills having a maturity of not more than 
three months and in gilt-edged securities. They cannot justfi- 
ably and with safety tie up their resources in ventures which, 
however promising, are untried, untested and, theiefore, specula- 
tive. There is another point which should also be noted as 
presenting a contrast to the German practice. The English 
bauksconsiderinvestment banking BO far outside their province 
that they will even repudiate responsibility for pro^ectuses 
under which their name appears. But in the case of Germany 
the general public invest mainly through their banks, and there 
is no chance of issues being successful unless backed by the 
name of one or other of the leading credit or private banks, 
which also accept responsibility for their issues.® 

, • H. S. Foxwcll, Papers on Current Pinanee, p. 103. 

® The Eemomist, ISlh Januniy, 1930. 
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The Issue Houses and other Sections oj the English Capital 
Market : 

The issue houses or merehant bankers are an important 
section of the English capital market. But they are directly 
associated with British industries only to an insignificant extent. 
Their chief connections are with Foreign and Colonial Govern- 
ments and municipalities. They are more interested in govern- 
mental and quasi-governmental loans than in industrial flotations 
and in overseas rather than in internal issues.” ' So far as the 
provision of long-term capital at home is concerned, they prefer 
to deal with municipalities and fight shy of ordinary home indus- 
trial propositions. Many ventures with excellent prospects have 
been laid before them only to be rejected.® So far as they assist 
British industries at all, they confine their support only to the 
largest concerns, that is, to those bodies which probably require 
their help in the least. But, as Prof. Clay has rightly observed, 
the great majority of the firms are small and medium sized 
concerns, so that, for the greater part of British industry, the 
services of the issue houses are not available. Besides, most of 
the issue houses are at the same time accepting houses. In the 
interests of their acceptance business, they have to keep their 
assets in a highly liquid form. It is never possible for them to 

nurse ” an issue. They cannot afford to make an issue which 
will not go off but will be left in their hands; and, therefore, 
whatever they take, is taken with the expectation of disposing 
of it as quickly as possible.® 

* Of. Prof. H. Clay, " Their experience and association make them on the whole more 
interested in new issues oE capital for overseas clients rather than the diversion of the Sow 
to the indnstrial provinces of En ^laud Leot. IV, " Some Aspects of the World Depression,’’ 
Journal of the Institute of Bankers, February, 1932. 

® P, Lavington, The English Capital Market. 

3 Henry Olay, *' Some Aspects of •the World "Depression,” Lect. IV, Journal of the 
Institute of Bankers, Febrnary, 1932, p."97. 
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For all these reasons, it has been urged that the utility- of 
the issue houses to British industry is not . very great.^ For a 
long time there has been a wide-spread feeling that if they were 
to give more attention to British home industries and the mar- 
keting of their securities, the latter would be highly benefited 
as an adequate supply of capital on reasonable terms would 
then be assured for them.^ In the present state of depression 
when the financial needs of industry are all the greater, their 
scope is far more restricted. ■ In consequence of rationalisation 
British industry needs to obtain in the long-period capital 
market a considerable amount of capital. 'I he issue housesj Prof. 
Gregory rightly observed, with their international obligations, 
could hardly be expected to satisfy the growing needs of British 
industry for this long-term capital.® 

Besides the issue houses, the company promoters; invest- 
ment trusts, financial companies and insurance companies 
are important sections of the capital market which play an 
active part in industrial financing. But it must be frankly 
recognised that these finance houses and investment trust 
companies have neither the standing nor the resources which 
may enable them to approach near enough to the acti- 
vities of the Continental banks in the sphere of industrial 
financing. They have no permanent interest in the welfare of 
their industrial customers. In this connection the ill-fated 
transaction of the Austin Friars Trust, the " United Steel, may 
very profitably be compared with the flotation of the ” Vereinigte 
Stahlwerks ” backed by all the leading banks in Germany.* As 
regards the facilities offered by the company promoter they are a 
mere makeshift and highly inadequate. His methods of opera- 
tion contain within themselves strong tendencies to overvaluation 
and heavy marketing costs.” When a new company is floated- 
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Parker Willia and B. S. Bectbart, Foreign Banking Systems, p 
H. S. Eoxwell, Papers on Current Finance, pp. 138-29. 

Minutes of Fridence, Committee on Finance and Indnsliy.Vo . 

The Economist, March 1, P- 
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by a promoter, he is primarily concerned with the ultimate suc- 
cess of the issue and not with the ultimate earning power of the 
venture. His interest is focussed on the price at which he buys 
from the vendors and at which he sells to the public.^ 

Gommittee on Financial Facilities for Trade : 

Ever since the Great War, a feeling had been growing in 
England that all was not well with her financial system — ^that 
there was a serious gap in it. The British banks, as they were 
constituted, could not furnish the means whereby industries could 
effect their necessary extensions and reorganisations, and there 
was hardly any institution which could provide these long-term 
financial facilities. 

The need of rehabilitating British industries after the Great 
War accentuated the feeling and an important Committee of the 
Board of Trade was appointed in 1916 with Lord Faringdon in 
(he Chair to investigate the question of financial facilities for 
British industries and the part played by the British banks in 
their provision. The Committee observed in their Report (signed 
August 31, 1916) that the British banks afforded liberal accommo- 
dation to the home producer and the bankers were not shy in 
making advances on the strength of their customers’ known 
ability and integrity and the charges for accommodation w'ere often 
lower than the corresponding charges in foreign countries.* But 
they frankly recognised that British manufacturers might often 
be in need of finance of a kind which the jointstook banks with 
their jieculiar liabilities could not prudently provide. Hence the 
Committee concluded, There is ample room for an institution 
which, while not interfering unduly with the ordinary business, 
done by British jointstock banks, by Colonial banks, etc., would 
be able to assist British industries in a manner that is not 

1 F. TjnvinBtnn, 77ie English Cnpiial Markcl, p. 213. 

S Kcport of the Board of Trade Committee on Financial Facilities for Tra'de, 1916, 
cd. 6316, para. 3. 
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possible under existing conditions” and they recommended the 
formation of a new bank to fill the gap. Such an institution, it 
was believed, would assist British industry and manufactures in 
a variety of ways. It would take a leading part in the inception 
of transactions and assist in connection with the machinery of 
overseas business; it would provide the necessary finances for 
extensions of existing plant and amalgamation or co-ordination 
of existing works so as to reduce cost of production; it would 
assist these works to obtain orders abroad and give them reason- 
able financial facilities for executing these. But both in connec- 
tion with enlargement of works and financing of contracts, assist- 
ance should be forthcoming when a ' lock-up ’ of capital for an 
indefinite period was not involved. In the case of young men 
with some little means of their own, it would, after careful exa- 
mination of credentials, also grant larger and longer credits 
than had been customary with existing banks.^ 

A concrete scheme for the new institution was put forward 
by the Committee. It was to be called the British Trade Bank 
and to be constituted under Eoyal Charter. Its chief features, as 
outlined in Para. 24 of the Report, were to be as follows 

(1) It should have a capital of dgl0,000,000, the first issue 
being from £2,500,0C0 to £5,000,000, upon which in the first 
instance only a small amount should be paid up but which should 
all be called up within a reasonable time. A further issue should 
be made afterwards, if possible at a premium. 

(;') It should not accept deposits at call or short notice. 

(3) It should only open current accounts for parties 
who were proposing to make use of the overseas facilities which 
it would afford. 

(4) It should have a foreign exchange department where 
special facilities might be afforded for dealing with bills in 
foreign currency. 


Report of the Board of Trade Cominittee on Finaocial Facilities for Trade, 1916, 
paras. 6, 8, 16 and 17. 
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(5) It should open a credit department for the issue of 
credits to parties at home and abroad. 

(6) It should enter into banking agency arrangements with 
existing Colonial or British Foreign Banks, ivhenever they 
would be concluded upon reasonable terms. 

(7) It should be equipped with an up-to-date Information 
Department, which might properly be called a Bureau d’ Etudes. 
It would not necessarily deal with schemes in which the institu- 
tion proposed to take financial interests but it might be made a 
centre for investigation of projects on behalf of others. "One 
of the chief objects of the Bureau would be the organisation and 
keeping up-to-date of returns as to the status of firms abroad.” 
It should obtain the earliest information from abroad about new 
business openings, large contracts offering. State and other loan 
and issue proposals. It would also have to undertake the 
examination of industrial projects, availing itself in this connec- 
tion of the services of the eminent consulting engineers, consult- 
ing chemists, etc.’ 

(8) It should endeavour not to interfere in any business for 
which existing banks and banking bouses provided facilities and 
it should try to promote working transactions on joint account 
with other banks and should invite other banks to submit to it 
new transactions, which, owing to length of time, magnitude or 
other reasons, they were not prepared to undertake alone. 

(9) Where desirable, it should co-operate with the mer- 
chant and manufacturer and possibly accep trisks upon joint 
account. 

(10) It should become a centre for syndicate operations, 
availing itself of the special knowledge which it would possess 
through its Information Bureau. 

(11) It should receive Government recognition as much as 
possible without coming under Government control. 


^ Bepoit of the Boatd of Trade CommitteB on Financial Fadlities for Trade, 1916, 
para. 10. 
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If financial assistance were given by the Government to 
undertakings in connection with what were known as ^'key” 
industries, the business should, if possible, be done through the 
medium of the Institution, and it should be appointed an agent 
for carrying through foreign, commercial and financial transac- 
tions in which the Government might be interested.^ 

. In the financial operations of the Institution the desirability 
of assisting British trade and of placing with British manufac- 
turers orders in connection with new undertakings was to be 
always borne in mind." 


The British Trade Corpora I ion : 

Tiie British Trade Coriwration was the outcome of these 
recommendations of the Committee. It was established in April, 
1917, with a Eo 3 'al Charier with a capital of £2 millions and an 
influential board of directors under the governorship of Lord 
Faringdon. According to its charter of incorporation, it was 
established for a term of 60 years for the purpose of carrying on 
the business of trading and banking in any port of the world. 

A considerable misapprehension seems to prevail about the 
functions which the British Trade Corporation was to perform 
in relation to British industries. It has been frequently viewed 
as the first institution to be formed in England with the object 
of providing long-term credits and technical advice to British 
industry through a body of experts, standing in almost the same 
relations to national industries as the German banks do in 
Germany. But such a view misunderstands not only the rela- 
tions of the German banks to industry but also the functions that 
the Institution was desired to perform in the industrial field. 
The German banks neither employ a staff of experts to examine 
business propositions nor do they generally furnish anything but 


• Report of the Board of Trodc Committee on Financial Facilities for Trade, para. 18. 
^ Ibii, pan. 22. 
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financial advice to industries.* In ordinary circumstances advice 
in technical matters is considered to be outside their sphere. A 
careful perusal of the Faringdon Committee’s Report gives one 
the impression that the Corporation was designed with .the 
primary object of sliraulating the export trade of the country 
rather than the development of home industries. The anxiety to 
forestall the enemy countries in any possible attempt to regain 
their lost position in the world of commerce and also to recapture 
from them, if possible, the overseas markets for the purpose of 
British trade, was mainly responsible for the formation of the 
Institution, As regards the provision of long-dated capital, it 
may be recalled that the Committee were desirous to avoid a 
“ lock-up ” of capital for an indefinite period even for tlie 
necessary enlargement of firms. The subsequent history of the 
Corporation also shows that it made it its concern to provide 
financial accommodation to merchants and traders to c,xecute 
their contracts with foreign countries rather than to home 
industries to effect their extensions and reorganisation.s. At the 
first Annual meeting held on 31slJanuary, 1918, its Governor 
also e.xpressed a genuine desire to assist the export trade of the 
country by providing financial assistance as far as the means of 
the Corporation would permit. The Corporation, he observed, 
would be particularly anxious to furnish the comm'rcial commu- 
nity with information that might not be readily available from 
other sources ; and it was further hoped that, when business 
would revive, it might be made the pivot upon which important 
syndicates for great industrial developments at home and abroad 
might revolve. Several of the jointstock Itauks carrying on 
business at home and abroad were among its shareholders and 
the Governor trusted that the scheme of co-operation which made 
the German banks so great a power in the past would be followed 
here also. But the venture did not fulfil expectations. From 

1 See Dismsiom with Foreisn Errerk—Taikn Centra! Banking Enquiry Commiitoe, 
Vol. IV.pp. 147, 287. 
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the information which is available, it does not appear that the 
Corporation rendered any substantial assistance to home indus- 
tries. Its history was singularly unhappy and although it was 
supposed to have considerable prospects, it ended in a failure. 
It did not help British industry to any appreciable extent to 
tide over its difficulties.^ 

The Corporation failed to achieve its original objects. The 
purposes which were adhered to appear to be as follows ■ : — 

(1) Provision of overseas banking facilities where British 
institutions were not active : 

(2) Encouragement of the export trade directly b}’’ a closer 
union of banking and commerce than was common in England, 
as for example, by wedding a banking company to its trading 
affiliates : 

(3) Entry into trr.ding fields formerly held by the enemy to 
secure the same for British manufacture. 

To achieve these purposes the following subsidiary companies 
were organised : (1) The Anglo-Brazilian Commerce and Agency 
Co., (2) The Portuguese Trade Corporation (1918), and (3) The 
Levant Company. But all these ventures proved to be unfortunate 
investments and the sums invested in them had to be written off. 
The disordered state of European trade and finance that had follow- 
ed in the wake of the War seriously interfered with its business. 
The subsequent post-war slump dealt it a heavy blow. Losses 
were considerable and its capital of £2,000,000 had to be redu<^ 
by one-half. The Corporation w'as singularly unfortunate. s 
Dr. Robinson has observed, “ Its knuckles were rapped when- 
ever its interests extended in overseas areas for the reason t lat 


• See Evidence of Mr. Beautnoiil Pease, Ctairinan cl tUe Ijlojds «ank. Comnntlee on 

Finance and Industrjr, Mintdcs o/ Eci'dencc, Vd. I, p. 131. 

* L. B. Eobinson, Forcifln Credit Facilities in the Vnilcd KinoJwii, 1 - . 

3 The only euccessfnl venlure appears to be the Trade Indemnity ompan ,y 

Match, 1918, Its slock was held for the most part by the Curpotation an 
grew to be more important than the parent evropany. 

' G— 1223B 
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the dramatic ups and downs of world business and the running 
sores of European politics could not be anticipated at the time 
when its far-reaching programme was underlahen to meet an 
existing need.” * 

Dr. Walter Leaf, writing a few years later, in 1926, 
remarked with reference to the Corporation that after several 
years of experience it could hardly be claimed that the operations 
of the Company had been so successful as to show that there was 
a real need for it.- In the same year the British Trade Corpora- 
tion and the Anglo-Austrian Bank were amalgamated together 
into a new company mnler the name of the Anglo-International 
Bank. The new bank was registered with a nominal capital of 
£2,000,000 ; the paid-up capital was £1,900,000, of which 010,000 
shares and 750,000 shares of .£l each were issued to the share- 
holders of the Anglo-Austrian Bank and the British Trade Cor- 
poration respectively But the new Bank could hardly be 
expected to fulfil the high aim with which the British Trade 
Corporation was incorporated, viz., “ the setting up of a new 
tradition in the financing of British trade and industry.” That 
experiment definitely failed.' 

BaJjoiir GommiUcc on Trade and Industnj : 

The increased acuteness of international corapelilioii for 
overseas markets during the post-war years again brought to a 
head this question of long-term financial facilities for British 
industry. Some complaints Avere made before the Balfour 
Committee on Trade and Industry that adequate means for 
financing long-term credits w'ere not available for British busi- 
nesE>. It was pointed out that in consequence of the practice of 
the Coulincntal banks lo ally themselves closely with industrial 


’ L. R. Rubiiison, op. cU., pp. 68-59. 

^ Waller Leaf, Dan!.-ing, p. 168. 

3 Tfie. Bonkers' Maqnzine, 1026, p. 6>I3, 

< The Economist, Scpleinber 4, 1026, p. 3S2. 
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enterprise and to arrange Jong-period credits, Britisli manu- 
facturers of certain classes of capital goods were sorely handi- 
capped owing to the absence of any means for financing long- 
term credits in respect of their export. Like the financial 
Facilities Committee, the Balfour Committee concluded that 
though the trend of evidence was that there was no lack of 
loanable capital available for the use of British industry at 
moderate rales of interest and on reasonable security, yet it 
appeared, from certain complaints made as to the inadequacy of 
long term financial facilities, that there was a “ gap m the 
machinery available for the financing of industry and they 
recognised that there w'as a great demand that this existing 
gap in the financial arrangements should be filled.^ 

Gommitlee on Finance and Industry : 

Once again in the peak of tbe world crisis when England 
was passing through difficult years of industrial stagnation and 
acute unemployment, tbe old question of the provision of long- 
term financial facilities for British industry w'as revived, and 
along with it, the quesUon of the adequacy of banking assistance 
to industry was also brought to the foreground. The charge was 
made against British banks that their policy of holding back 
advice and financial support was sorely impeding the rationalisa- 
tion and reorganisation of British industry. There was an 
undei'cuiTeut of feeling that the banking system was highly un- 
satisfactory in its industrial loans policy and tbe complaint was 
that it was not adequately ministering to the needs of industry. 
The British basic industries, viz., cotton, wool, coal, iron 
and steel, it ivas pointed out, were faced with serious difficulties 
as never before, and the question of a reorganisation or amend- 
ment of British banking practice as regards industrial financing 
was canvassed in many quarters. 


> Final Eeporl of Uie 


CowuiiWee on InfluBtiy wa Troae. 1923. PP- «-«• 
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The feeling was so widespread that it engaged the attention 
of the Government of the day. An important Committee was 
appointed in 1929 by the Chancellor of the Exchequer which was to 
investigate among other things the whole question of the relation 
between British banks and industry. The Committee known as 
the Committee on Finance and Industry had the benefit of having 
the Rt. Hon’ble E. ?. Macmillan as its Chairman and included 
in its personnel the eminent economists and business men of the 
day. 

Bfitish Banlcs and their Increasing Interest in Industry during 

1922-1930 : 


A year later, in the course of a much-discussed speech to the 
Manchester Chamber of Commerce, Mr. J. H. Tliomas, then the 
Lord Privy Seal, announced that the Government had arranged 
with the banks that help should be given to industries which were 
prepared for reorganisation and modernisation. “ The City,” 
said he, "is deeply interested in placing industry on a broad and 
sound basis and is ready to support any plans that in its opinions 
lead to this end. Industries which propose schemes conforming, 
in the opinion of those advising the City, to this requirement will 
receive the most sympathetic consideration and the co-operation 
of the City in working out plans and finding the necessary 
finance.” ‘ It was, iu effect, an open invitation on behalf of the 
City to business and industry to come forward with real schemes 
of reorganisation and an intimation that the whole forces of 
British finance were for the first time prepared to stand behind 
industry in a forward move. The statement made by the Lord 
Privy Seal was of great significance, inasmuch as he said it 
was made with the authority and knowdedge of the City. For, 
did it not indicate that the Britisli bankers were thinking of 
making a departure from the traditions of British banking prac- 


* Mr, Tliomas’tf 5IancIicBlcr6peccb,10lli Januarj, W30. 
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tice in their contemplation to provide relatively long credits to 
industries? Indeed even before the historic pronouncement of 
Mr. Thomas was made, the banks of England during the past' ten 
difficult years had not been entirely indifferent to the int.erests of 
industry. In several eases they had large commituftnts in a 
number of industrial concerns. As a matter of fact they had 
not maintained the same attitude of aloofness from industries in 
the post-war as in the pre-war days, and had considerably relaxed 
the conservative codes of commercial banking practice to which 
they were wedded. As Mr. Joseph Sykes has remarked, ^'Tho 
sharply crystallised English pre-war practice of making only short- 
term loans has perforce been modified by the exigencies Of the 
specific incidence of post-war depression on certain industries.”* 
In the case of many industries, specially cotton, wool, iron, 
ship-building and engineering, the banks found, after the 
collapse of 1920-21, that many of the loans which they had 
granted on the basis of early repayment were "frozen ’’for a 
comparatively long period. The banks were compelled to make 
further advances in order to safeguard the loans they had made 
previously. In an important paper read before the Eoyal 
Statistical Society, Mr. H. W. Macrosty also pointed out how 
this departure from the normal practice of only short-period 
lending on the part of the banks was the outcome of post-war 
conditions. After the collapse of trade began and during at least 
the greater part of the depression, there was no restriction of 
credit by tbe banks either in the United Kingdom or in the 
United States. When prices began to fall, the banks found it 
necessary to ‘ carry their debtors ’ in order to prevent an even 
more hideous collapse than what bad happened.® As Mr. S. E. 

Thomas has observed in a recent work, " The British banks 

for some years responded liberally to the demands made upon 
them and afforded an unprecedented degree of financial, assistance 


1 Joseph Sjkca, The Prcse/it Position of English Joml-sloch Banking, p. I4I. 
s Quoted hy The Economist, December 25, 1D3C> p. 1117. •, 
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to iudustry vast sums were advanced by the banks in the 

hope that tlie help so given would enable concerns in which 
they were interested to keep going until an improvement took 

place in the general economic position of the country 

Indeed they had no choice in the matter,” ^ Many instances may 
be given where the banks had not at all been unsympathetic to 
the ills of industry or unresponsive to its needs. They had not 
only made extended loans to the suffering industries, loans in 
many cases with no certainty to eventual repayment, but in some 
cases they had been obliged to take in hand the financial re- 
construction of enterprises and make considerable monetary sacri- 
fices by reducing their full claims. Indeed as Sir Arthur Salter 
has pointed out, “ In Great Britain where the principle of avoid- 
ing long-term investments has been most insisted upon, the grant 
of renewable short-term credits to industries which have used 
them for more than genuine working capital purposes and could 
not repay them has at once frozen a substantial part of the nomi- 
nally liquid assets of the banks and given them against their 
taili the legal power of control over a large part of industry.” - 
In many cases the reconstruction and rationalisation schemes 
in connection with certain industries were made possible by 
the action of the joint-stock banks. There wus a definite 
effort on their part to overcome the difliculties which faced 
industries suffering from prolonged depression in obtaining 
additional capital for carrying through reorganisation schemes. ® 
Mr. Holland Martin in the course of his Presidential Address 
before the Institute of Bankers in 1931 gave eloquent testi- 
mony to the important part played by some British banks in 
the recent reorganisation of industry and referred to it as “nurs- 
ing back to health ” a number of ailing concerns. 

As regards the cotton industry, it was pointed out 
by Mr. S. S. Haramersley ini the course of a speech before the 

1 S. B. TbomBS, British Banhs and the Finance of Industry, p. 141. 

® A. Salter, Recovery, p. 36. 

3 The Times, Trade ojid Engineering Supplement, Bantog Nomber, 28h Jane, 1930. 
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House of Cominons in December, 1927, that there were 200 
cotton mills in the hands of the hanks. They had lent something 
like £15 millions to these concerns and a large portion of this 
money ivas unsecured.^ In the course of a paper read before 
the Eoyal Statistical Society, Prof. Daniels and Mr, Jewkes also 
pointed out that the banks played an important part in financing 
a large proportion of the refloated companies in the Lancashire 
cotton industry. The refloatation of ]'29 companies n-as largely 
financed by overdrafts and loans.* 

The coal, iron and steel industries were not neglected and 
in some reorganisation schemes the banks took a leading part. 
The fusions between Dorman Long and Bolckow I'aughan and 
between Guest Keen and Nettleford and Baldwins were due to 
the action of the joint-stock banks. The formation of the Steel 
Industries of- Great Britain, Ltd., and of the English Steel 
Corporation also would not have been possible without their 
help.’ A perusal of the annual speeches of the bank cbaii-men 
daring the past few years will also bring out the fact that the 
financial stake of British banks in industries was not small. In 
the course of one such speech the Chairman of the Lloyds Bank 
stated that his bank granted new loans to the amount of ^44 
millions to 32 different industries between June, 1924 and June, 
1925.^* The analysis which Mr. McKenna gave of the Midland 
Bank’s percentage distribution of advances in 1928 indicates 
the amount of assistance rendered by the bank to industry. 


1 Speech of Mr. S. S. Hniomersley, 19th December, 1927,— Parlian.entary Debates,. 
Vol 12,pp.ST-S9. 

- "The Post-War Depression in the Lancashire Cottnn Tndn5li7 —JchrnaJ of Ine 
Hcijal Slttli^iictt’ Society, Vol. XCI, 1929, pp. 176-79. 


Jannarj, IKl. 

Ijoana 

Bank overdrafts 
Dehentnrea 


... 17.0-56.700 
... 5.813.500 

... l,20O,COO 

23,370.800 


' 3. E. Tfiomas. British Banhs and the Finance of Industry, p. 143. 

Speech of the Chairman at the Annual Meeting, 1920 
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69% of its advances went to trade and industry while 16f % only 
\\ent to Insurance, Finance and Stock Exchange.^ The leading 
bankers of the country in the course of their evidence before the 
Macmillan Committee also pointed out the large extent to which 
they had extended their assistance to British industry; and that 
in many cases such assistance was not of the character of 
temporary accommodation. Mr. P. 0. Goodenough, Chairman 
of the Barclays Bank, admitted that many of the loans to the 
cotton industiy were not liquid.* The power of the bank, he 
observed, had been strained in helping industries. Mr. Frederick 
Hyde, Managing Director of the Midland Bank, stated that the 
loans to the cotton industry continued much longer than they 
were intended when they had first started. The same thing 
happened with the ship-building and steel industries, though on 
a much smaller scale.^ Mr. J. *W. Beaumont Pease, Chairman 
of the Lloyds Bank, remarked that the Bank had some loans 
tied up in the heavy industries at the time. In shipping and 
ship-building the percentage of the bank's total advances was 
2’49%. In the iron and steel industry also there was a small 
proportion of frozen loans. The bank assisted in a number of 
reorganisation schemes for industry and as a result had to do 
many things which according to banking principles it would 
never have done de novo. In some cases it even became an 
actual shareholder. In one instance the bank agreed to accept, 
in place of its debt which was covered by the debentures, half 
in income-debenture stock and half in preference shares. The 
large holding of preference shares turned the bank into a share- 
holder in the concern to that extent.' 

Not to speak of the joint-stock banks, even the Bank of 
England has grown alive to the needs of the sorely stricken 
British industries. As Sir Ernest Musgrave Harvey, the Deputy 


1 Speech of Mr. McKenna at t'le Aoauat Meeting, 1929. 

* Mfnufea of Evidence, Oommittee on Finance and Indnairy, Vol. I, p. 39. 

3 Ibid., p. 68. 

i Minutes of Ertdence, Oomniittee on Finance and Iiidnstiy, Vol. I, pp. 131.32. 
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Governor of the Bunk, observed in tlio course of his evidence 
before the ilacmilhin Coniniittce, “ For a long lime past the 
Hank has been trying to discharge its part, as a special operation 
in tiicse difliciilt times, (o assist industry/’ Various industries 
approached the Bank tliroiigh di/rerent cliannels and in many 
instances she has freely given the aid and advice nhich liave 
been sought from her. Indeed the association of the country’s 
Central Bank with cert lin sehemes of industrial reorganisation 
is un[>roccd»;iilod in liio banking history of England and is 
asMiredly an extension of her functions which requires careful 
consideration, 'fhe Lancashire Cotton Corporation, an arabi- 
tious sehenic for i)ringing about reorganisation in the American 
.''ection of the Lancashire Cotton hidnsfry, Wtus the outcome of 
the initiative of the Governor of the Bank of England and had 
the direct financial support of the Bank. The part played by 
the Bank of England in particular and by the banks in general 
who ucre the largc.st creditors in bringing llio scheme within the 
realms of practicability has been very important. In fact the 
preliminary invc‘>iigations could not have been brongJit to a 
successful complctioii without the advice and help nifordccl by 
tlur Central JJank.’ Coming to individual concern.?, the Bank 
rendered unselfish assistance to ihc armament firm of Armstrong 
A- Co., Ltd., and ilic .sled firm of William Bcnrdraorc & Co., 
Ltd., in tlioir reorganisation schemes.^ The Bank of England 
had its own technical advi.=er.s, there were representatives of the 
companies, there were rcprescntativc.s of the banks interested, 

and a scliernc was devised as the result of discussions among all 

these. 

The A'ccnritics Man'ifjcmcnl Trust 

Towards the close r.f 1929, the Bank of England formed a 
subsidiary company, called the Scruritics Mauagement Trust, 


l,ctt.re llic Macmillan »/ nri*m-f, ^ol. I. ri'. «■ • 

7-122Un 
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the entire capital in ivhich was held’by the Bank. The principal 
object of the Trust was to assist the process of rationalisation 
and reconstruction in ind’ustrj'. As Sir Ernest Harvey stated in 
the course of his evidence before the Macmillan Committee, 
The objects of the Securities Management Trust are to advise 
industries, to examine schemes for rationalisation, reorganisa- 
tion, etc,, to advise where schemes may be unsound if we do 
think so, to the extent to which it is legitimate for us to do so, 
to provide in some cases some of the initial money, to ensure 
that schemes are of such a nature as to justify appeals for 
financial assistance in other quarters ” — the intention always 
being to get these industries in a position in which they could 
appeal to investment credit. The distressed industries seeking 
help must first put their own house in order. The Company 
will not provide its own money or ask the investing public 
to do so in order "to bolster up any industry which 
in the absence of adequate reorganisation is in itself obsolete 
and inefficient or uneconomical and which has no chance of 
meeting on a proper competitive basis the competition of new 
and reorganized industries in foreign countries.”^ The Board 
of Directors is composed of business experts so that it may have 
the very best guidance with regard to industrial conditions and 
when occasion arises may have the proper machinery for exa- 
mining the merits of particular schemes of industrial rationalisa- 
tion which may require special financial support. The direction 
of the Trust’s economic research was undertaken by Prof. 
Henry Clay. Sir Charles Bruce Gardner, who had a long 
experience of iron, steel and kindred industries, was appointed 
klanaging Director." When schemes are brought before the 
Company, they are at first examined by the directors who are 
the experts. They are then put up before the full directorate 
including the Governor and other representatives of the Court 


1 illjnuiei of Evidence, Comroitt«e on Finance and IndoBiry, Vol. I, p. 62. 
® TJie Banlcers’ Magaeine, 1930, p. 729. 
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of the Bank. Thus it is made sure that the schemes are 
financially sound and their capital position is not saddled with 
prior charges. It is only then that the Court may find for them 
modei-ate amounts of initial cash. The sympathy and support 
of various financial circles have also been enlisted in this con- 
nection. It is never intended that the Bank will continue to 
exercise its parental control and guidance over the industry 
permanently. As soon as the industry has been put on its feet 
and can feel assured that it can fairly appeal to the investing 
public, the Bank will withdraw and secure the release of its 
money so that the same may be made available, if necessary, 
for the help of other industries. The industry, on the other 
hand, free from the Bank’s supervision, will go back to its 
ordinary management and seek its finance from the ordinary 
sources. The idea behind the whole scheme is to bridge the 
gap when the investing public will not take up an industry which 
is in a distressed condition.” 

The S. JI. T. serves a useful purpose and has already 
become an intelligence department. Since its inception it has 
plaj'cd a leading part in implementing and financing two 
important industrial rationalisation schemes, viz. ,\ihQ Lancashire 
Steel Trust and the Wigan Coal Corporation. In the case of 
the former it took over the whole of the £500,000 ‘ B ’ ordinary 
shares. 


The Banhers Industrial Development Gompany [1930) : 

The establishment of the S. M. T. was followed, in April, 
1930, by the creation of the Banhers Industrial Dcvehpinent 
Company with the Governor of the Bank of Bnglan . as 

Chairman. It is a private company having a nominal capital 
of £6,000,000 divided into two classes of shares, 45 ^ . 

15 ‘B’ shares of £100,000 each. £4,-500,000 have been 

subscribed by practically all the leading 

Mordant Bankers and Ponses and a.TO.W by h 

Bank of England. The oapiW cannot be ealled up to tbe 
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extent of more than 26% except in the event of liquidation and 
the whole of the d61, 500,000 subscribed by the Bank of England 
has to be paid up before the rest of the subscribers can be called 
upon to pay anything in excess of that 25 ^ } The general 
objects of the B. I. D, may be described as having to investigate 
and advise on all manner of financial, economic and industrial 
questions, to aid in the formation and carrying into effect of 
schemes and arrangements relating to the financing, development, 
co-operation, amalgamation, reconstruction or reorganisation of 
firms, companies and businesses of all kinds.® In practice its 
main function is to encourage schemes for the rationalisation of 
British basic industries when brought forward from within the 
industry.® The B. I. D. subjects every scheme of rationalisa- 
tion it receives to a thorough and careful investigation from 
all points of view. It proceeds very cautiously, always taking 
account of the fact that money found for rationalisation in one 
place might have injurious repurcussions somewhere else. It 
frequently invites, as it did in the case of the steel industry, 
representatives of the trade in which the reorganisation is to 
take place, from the various districts, to participate in discussions 
with a view to clearing away difficulties and evolving useful lines 
on which the rationalisation should occur. When after a minute 
investigation the position and possibilities of the proposition have 
been carefully assessed, and it has been found to deserve the 
support of the B. I. D. it then tries to construct a security 
which it can offer to the public with its backing. In the case 
of such an approved scheme, however, it 'will not provide the 
necessary finances itself. It has not been constituted as an 
Industrial Bank with immense resources of its own for invest- 

* Bvidence of Sir Gny Granet — Contnittee on Finaoce anaindnslty, ilffniifes 0 / Stideticc, 
Vol. n, p. 2S8, The board of diiectors of the B. I. D. consist of ini Baron Schroder of 
Schroders, (b) Mr. Peacodc rf Barings, (c) JIr..W8gg of H. Wagg & Co., (d) Sir Charles 
Btnce Gardner, (e) Sir Gny Granet 

® Letter to the writer from Sir Charles Brncc Gardner, a director of the B. I. D., dated 
the 21 at January, 1935. 

3 The Times, Trade and Engineering SvjpUmcni Frntjnp Frctim, Jnne,193C>. 
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ment in approved industrial concerns, Tlie promotion of 
rationalisation schemes or their direct financing is not its 
business. It makes arrangements for the provision of the 
necessary finances through the existing agencies, obtaining all 
the new capital for industrial reorganisation through the ordinary 
investment channels.^ Its functions are essentially those of an 
intermediary between industry and the capital market. Here 
again it is never intended that the B. I, D. should find the 
money recklessly or take the risk wholly, leaving the company 
without any responsibility at all. As regards the staff of experts 
necessary to examine the schemes of rationalisation that may 
be submitted to it, it entirely depends on the number and 
variety of the schemes considered and arrangements are made 
by the Bank as it thinks necessary from lime to time. Although 
financial guarantee has not yet been contemplated by the B. I. D., 
it is apparent from the tenor of Sir Guy Granet’s evidence before 
the Committee on Finance and Industry that it is not entirely 
precluded.* 

The B. 1. D, necessarily deals with big propositions. They 
have got to be schemes of rationalisation and even these will, 
under the Charter, relate to basic industries. Here again the 
initiative is never taken by it but comes from the industry 
itself. “ It would be a dreadful thing,” said Sir Guy, " if 
industry thought that here was a body' of bankers and economists 
who were going to tell industry how they ought to be 
organized.” Although in strict theory, it cannot do anything 
except receive a scheme which is submitted to it, as a matter 
of fact, it has to do a good deal of work by conversation and 
intercourse, Nothing is suggested initially by the B. I. D. but 
things are frequently discussed before they come up to it in the 
form of a scheme. 


* T7ieEf«no>wVr, Aprilia.lGOO, p. 87o, , tt i tt oce k<i 

S Eviaence of Sir Gny Granet.-CommitUe on Finance and Indaslry, Vol, H, pp. -SS-SG, 
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The B. 1. D. is a unique body representative not only of 
every important bank and issuing house in the country but even 
of the Bank of England. It has been truly characterized as a 
national consortium of British bankers, a partnership between 
the Bank of England and the leading Houses of the Gity formed 
to make available for British industry the amplest resources of 
the nation.” ^ It was formed at the first instance for 5 years 
and its existence was extended in 1935 for a further five years, 
namely, until the 31st March, 1940.® It has made a good start 
and at the stage seems destined to play an important role in the 
reorganisation of British industry. A number of capital issues 
have already been made under its aegis. As examples of various 
schemes for which the B. I. D. has assisted in providing finance 
either by a public issue or by private arrangement, the following 
may be mentioned ® : — 

1. The Lancashire Cotton Corporation £2,000,000 

2. National Shipbuilders' Security ... ... £1,000,000 

8. Stewarts and Lloyds, Ltd. (Corby scheme) ... £3,300,000 

4. Guest Keen Baldwins, Ltd. (Cardiff scheme) ... £2,032,000 

5. Partington Iron and Steel, Wigan Coal and 

Iron, Messrs. Pearson and Knowles, and 

Messrs. Eyland Brothers ... ... £1,750,000 

G. Dorman Long & Co., Ltd., the South 
Durham Steel and Iron & Co., Ltd., 
and the Cargo Fleet Iron Co., Ltd., 
merger ... ... ’ ... £2,600,000 

It must, however, lie pointed out that the B. I. D'. has to 
work uuder certain limitation.'*. Its scope is rather resitrioted. 
It has adopted as one of its guiding principles that a scheme must 
relate to an industry or a complete section of it and not an indi- 
vidual enterprise. But a large portion of the industrial under- 
takings of the country are comprised of businesses of moderate 

^ B. E. Thomas, British Banhs and the Finance of Industry, p, 150. 

* L»tfer to the writer from the Secretary, Bankers Industrial Development Company, 
dated May 16, lOlO. 

* T7ie atotist, December S'2, i932, p. 0C3; The Economist, December 22, 1032, p. 1100. 
II has recently assisted in the fiaance of the following schemes ; — 

(1) The Spindles Board — ..£2 ,000,000; (2) The New Jarrow Steel Co., Ltd.— 721,000,000; 
(S) John Summers & Sons, Ltd.— £4,283,185. 
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size which are in need of capital re-equipment- and general 
overhauling. They are not .sufficiently known to make a direct 
appeal to the market with prospects of success. The B. I. D. 
will not be of any help to them. * Again, the Institution is not 
in a position to perform one of the main functions of an ordinary 
issuing house, viz., to support its issues in the market after their 
appearance. It is more akin to a bank than an issuing house, 
able to give guarantees, to spread its risks and to support its 
offspring. In this connection the fate of the debentures issued 
by the Lancashire Cotton Corporation may be recalled. They 
were at first quoted at a heav 7 di^fount. Besides, prosperous 
industries are neither entitled nor are they willing to apply for 
help to the B. I. D . which entertains applications for assistance 
solely from distressed industries as a w'hoIe--applications, it should 
be remembered, made on the initiative of such industries. - 

As early as 1930, Jlr. S. S. Hammersley, M.P., charged 
the B.. I. D. with pursuing a policy of reconstructing industry 
through the weakest units, a policy which would lead to what 
he called aggregation of financial ** lame ducks. ® But it will 
not be quite correct to say that the B. I, D. has failed to fulfil 
the purpose for which it was created. It has in a large measure 
achieved a part of its object and may generally be said to have 
justified its existence. Sir G-uy Granet assured the Macmillan 
Committee that it had done a great deal of good and really useful 
work. The advantage of the B.‘l. D. appears to consist in the 
fact that it has to assume risks which an ordinary issuing bouse 
cannot afford to do. A private issuing house will not issue a 
debenture on a new prospect. But the B. I. D. has to issue or 
find money for something which is based to a certain extent on 
estimates of what is going to happen in the future. It has got 
to issue securities which, although in its opinion quite good and 


1 The Banker, April, 1931, p. 12. 

! The Banker, July, 1931, p. 10. 

3 The Erenomist, September 27, 1930, 
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beneficial to industry, are sucli as a private issuing bouse cannot 
afford to issue. But the public has this assurance that, tboiigh 
the risks are of a cbaracter which an ordinary issue house would 
not put on the market, yet the scheme is one which bears the 
imprimatur, the hall mark of approval of a responsible body and 
put forward on their responsibility, if not on their guarantee.’ 
Complaints have been made in some quarters that since its 
inception the Company has done comparatively little and has 
made only a very few issues.* But it is apt to be forgotten 
that it has got to proceed very cautiously. It has to conduct 
elaborate investigations inl» the details of the schemes presented 
to it for examination, the primary consideration always being to 
find out whether the grouping is going to effect substantial 
economies in production. All this must lake a good deal of time 
to investigate and check properly. It has not a whole group of 
experts who can be employed to examine three or four schemes 
simultaneously. Sir Guy rightly observed, “ I do not think we 
can go ahead and produce a scheme a week. The more one 
goes into it, the more one finds that it is really necessary to act 
slowly,” As regards the charge that the scope of the B. I. B. 
is limited to very large schemes of rationalisation relating solely 
to basic industries, we have the assurance from Sir Guy that in 
case of a scheme being considered to be beneficial to industry, 
he would not care whether it was a basic industry or not. The 
influence of the B. I. 1). in the industrial field must not, however, 
be placed too high. The authorities of the Company do not 
themselves claim that it will act as a panacea for all the industrial 
ills of the country. 

From the preceding discussion it is abundantly clear that in 
recent times the British joint-stock banks and even the Bank of 
England have associated themselves with industries in a manner 

I Evidence of Sir Guj Gmoet,— ComuiiUoo on Finance and Industry, Minutes 0 } 
Etiienee, Vol II. • 

® See Tlie Smiker, April end July, 1031, p. 200. 



BRITISH BANKS AND FINANCING OF INDUSTRIES 57 

they had done never before. Their attitude towards industry 
appears to have been considerably modified. The frequent 
charges levelled against them that their attitude to industry is 
" unduly rigid, unsympathetic and detached ” can no longer be 
strictly maintained. During the decade 1920-30 we have seen 
above that the commitments of the British banks in national 
industries have not been smalt. Bank chairmen, in their annual 
speeches of 1929 and 1930, pointed out that the financial help 
rendered by the banks in connection with rationalisation schemes 
had brought them near to “ saturation point ” and that they could 
not wisely extend their commitments further in that direction. ‘ 
Indeed the banks entered the industrial field in such a 
manner that they have been accused of deviating from the 
recognised canons of commercial banking. In some quarters 
a feeling is even evident that if the bankers are to be criticised 
for their attitude towards industry during the past few years, 
it will be for their too great a readiness to stand by industry 
in the matter of banking facilities.® Mr. 0. T. A. Saad, 
Asst. General Manager of the Midland Bank, maintained in 
a recent speech in defence of banking in relation to industry 
that banks erred on tlie side of giving too much credit rather 
than too little.® 

The recent trend in British banking practice must not, 
however, be interpreted as a deliberate departure from the 
pre-war traditions of English deposit banking. It will be 
misleading to say, as is often observed, that the British banks 
are approximating in any way to the pre-war German banks 
just as the post-war German banks . are becoming akin to the 
English deposit banks as they stood before the War.* 

The orthodoxy of British banking remains unshaken and 
unbroken. There is ample evidence to indicate that the bank 

1 C/. the Presidential Address of the Hon 'Wo Rupert Beoket of Mannhester and District 
Banket 'b Institute on 10th January, 1030. 

2 The Bankers’ Magazine, February, 1930, p. 106. 

2 Quoted in the Bankers' Magazine, J uly, 1934, p. GO. 

< See Parker Willis & D. H. Beckliart, Foreign Banking Sgslem-^ n 43. 
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chairmen consider such extension of British banking activity 
as an infringement of the pure theory of banking and would 
not under any circumstances approve of it even tliough it were 
advantageous for industry. While they repudiate the suggestion 
that banking assistance to industry has been insufficient, they 
have emphatically pointed out that it is not the function of 
banks to find the permanent funds required for capital 
expenditure. A perusal of the recent annual speeches of the 
Chairmen of the Big Five shows that they are still clinging to 
the traditional views of British hanks being essentially 
receivers of short-term deposits and makers of short-term loans, 
Mr. Beaumont Pease of the Ll03'ds Bank, Itlr. Goodenough 
of the Barclays and Sir Harry Goschen of the National 
Provincial specially emphasized in their recent addresses that 
the functions of the English joint-stock banks had always 
been to provide money for the current needs of industry and 
they viewed with alarm any change in their policy which 
would lock up their resources in machinery, bricks and mortar. 
They stressed the point that the banks had neither the necessary 
detailed knowledge of the conditions of an industry as a whole 
nor were they sufficiently acquainted with the technicalities 
and hence they could never be advised to embark on a policy 
of industrial financing. The main tenor of the evidence of 
the prominent bankers before the Committee on Finance and 
Industry was also to the same elfeot. Mr. Goodeuough thought 
it extremely undesirable th.U British banks should act in the 
manner of German banks and issue long-term loins for British 
industry. "It would militate against the liquidity of the 
banks,” ^ Mr. Beaumont Pease regarded the recent extension 
of the activities of the British banks as definitely a departure 
from the pure theory of banking which was foi-ced upon them 
by the exigencies of the moment, and he believed that develop- 
ments of that kind would be wholl}' inappropriate for banking 


’ Committee on Finance and Indnstry, Sfiniiies 0 / Evidcnct, Voi. I, p. 30. 
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institutions.* Not only the chairmen of the joint-stock banks but 
the Governor of the Bank of England also consider that the 
cultivation of any relations with industry on the lines of the 
German banks or of the American security affiliates is v, -holly 
unsuited to British tradition, mentality and capacity.*^ The 
British bankei's are averse to the granting of credits for a period 
longer than a year, for such would be of the nature of permanent 
capital. It must also be noted in this connection that whenever 
the banks have been obliged to lend for comparatively long 
periods to industry, they have made it clear that either such 
loans were not considerable or that they were forced by circum- 
stances to make them absolutely against their will. Thus 
there is not the shadow of evidence to prove that the bankers 
are in any way inclined to modify their traditional views as 
to the functions of British banks and reconsider their posi- 
tion with regard to industry. The function of safeguarding 
the depositors’ money by scrupulously keeping the assets in 
a liquid form was and still is the first consideration with 
British banks.® Mr. Thomas had declared in his Manchester 
speech that the banks were in agreement with him as regards 
long-term assistance of industries. But there does not appear 
to be any indication, that they are equipping themselves for 
that task. In order to do that, without immobilising the funds 
held by them as deposits, substantial increases in their capital 
are necessary. But there is no sign as yet that the banks are 
considering a move in that direction. The fact that British 
banks have remained invulnerable in the recent crisis while 

* See Mr. Pease’s replies to the Chairinao’s qacstions.-Commiltee on Pinance and 
Indnstry, Minuter o/jEtidenee, Vol. I, p. 133. 

* Evidence of Mr. 31. Norman.— Committee on Finance and Industry, ilmafe? of 

Ecidmee, Vol, II, p. 205. 

’ Cf. “ Our deposits are repayable on demand at short notice, our advances roust be 
arranged on the aame conditions. In making an advance we must be reasonably confi^ ent 
that the transaction wiU be self-liquidating in a comparatively short period or alteruaUvely 

that the amount advanced will be forthcoming with reasonable promptitude in the evwt of a 

demand for repayment being made." (Speech, of Mr. W. Take, Cl.airroau of the Barclays 

Bank, Jannary, 1935.) 
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banks in verj' few countries have been abJe to escape unscathed 
from its effects has tended to strengthen the position taken up by 
the British bankers. The history of foreign banking has been most 
unhappy during the years of the crisis. Misfortunes have over- 
taken a great many of them while not a tremor has shaken British 
banks, not a whisper of attack has been made against them. 

The relations of tljc Bank of England with the S. M. T. 
and the B. I. D. must be carefully considered in this connection. 
The association of the country’s Central Bank with industry 
through these subsidiaries has given rise to a good deal of 
discussion. It has been urged that it should never be the 
function of a Central Bank to associate itself with industry in any 
manner. But the relations have really been misunderstood. 
The authorities of the Bank made it clear to the Macmillan 
Committee that ordinarily it was never the duty of Central Banks 
to finance industry directly. But “ desperate diseases,” as 
Sir Ernest Harvey, the Deputy Governor of the Bank, aptly 
remarked, “ require drastic remedies.” ^ As regards the S.M.T., 
the Bank of England, owing to the abnormal conditions, came 
to be possessed of certain securities for particular purposes. This 
business was not a part of the Central Bank’s normal duty and 
hence the S. M. T. was formed to take it over and conduct it in 
another building. It can be view^ed only as a temporary or 
industrial adjunct of the Bank; it w'ill not continue to be a 
permanent organisation. The B, I. D. also, as Mr. Montagu 
Norman, the Governor himself, put it, was an abuonnal effort for 
an abnormal occasion — a step of an unusual character prompted 
for the general welfare of the country with a desire to give a 
helping hand, and absolutely unnecessary in normal times. Tlie 
initiative was taken by the Bank as there was nobody else to 
take it and as a matter of fact the B. I. D. was not associated 
with the Bank in any real degree. " 

^ nividence of Sir Ernost Jlnsgrave Harvey, K.O.E. — Committea on Finance and 
Industry, Minutes 0 / EtiJence, Vol. I, p. 

* Minutes 0 ) Evidence, Conimiitce on Finance and Industry, Vol. II, pp. 29J-9S. 
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The bniikers are not only reluctant to relax their conservative 
codes of banking practice in regard to industry but also appear 
to believe that there is no gap in the financial system. The 
banking vien* is that industries generally do not find any difficulty 
in getting their- money even for long-period purposes. Sound 
business propositions are seldom unable to obtain the assistance 
they require or desire. There is no need for providing a special 
mechanism for long-period industrial issues. The mechanism 
is already there and functions well — was the emphatic declaration 
of Sir Guy Granet before the Macmillan Committee. Mr. 
Montagu Norman also believes that industry depends on the 
issue house only for a fraction of its reejuirements. The mass of 
money in industr}* is really found through the brokers whose 
capacity for finding money is very big indeed. Existing agencies 
in the opinions of both of them are .tpiile sufiicient for normal 
times. Sir W. H. Goschen, Chairman of the National Provin- 
cial, also thinks that the existing facilities for long-period loans 
for British industries are not inadequate and even in the case of 
the smaller industrios, if tho.se are good propositions, opportuni- 
ties for getting floatation facilities are not lacking. He believes 
that there are institutions in Loudon which are prepared to lend 
to small industries. He docs not agree that industry has cvei 
been unjustifiably refused money that was iicces-sary. 

But the industrial point of view is tliat tJiough the banks 
services have lieeu reasonably satisfactory to industiy accoiding 
to their constitution and tlic conditions under which the} opoiate, 
they are insufficient. There is a wicle.spread feeling^ that it is 
necessary to call into being an .additional specialised institution 
to assist industry with its requirements of finance of a character 
which the ordinary banks arc unable to provide. There is a gap 
which has to be bridged. It is very difficult to obtain money for 
many useful enterprises through any of the existing agencies. 
A new channel is wanted— something in between tlie ordinary 

I Minulo. v! Erider.cc. Couimillcc on Finance nnd Industry, Vol. I, p. 122. 
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issue houses and ordinary banks — a means for providing the 
appropriate mechanism for long-period industrial issues. There 
was ample evidence before the Macmillan Committee to indicate 
that small and medium-sized industries laboured under great 
difficulties to raise ibis long-dated capital. Big public companies 
can obtain their reejuired finance by a public issue but a small 
manufacturer engaged in a new lyiic of industry is frequently 
handicapped for warn of capital. Whenever he tries to raise 
money, he finds that his application receives no re.spotisc from the 
lenders. They consider his parficniar business as untried and 
speculative and for that very reason are reluctant to risk their 
money in such enterprises. The requirements of the small and 
medium-sized industries are imi considerable, they rarely exceed 
;£10,000. A business proposition of X‘5,l>n0, X’JO.OOt) or even 
.•£100,000 is not sufficiently attractive for the financial lu)use.s or 
investment trusts. Small propositions arc turned down by the 
financial hou.scs as they will not jii.slify the expenses. The 

investment trusts are also not interested iti them as lliev will 

• 

liavc no free market and would require continuous and close 
watching. No banlis will ordinarily lend such an amount 
involving a lock-up for iiinrc than a year. Hence llie capital has 
generally to be placed privately, 'fhat is not only a iengiliy 
business but lias also nnsalisfactory. results. 

Bill in tlic present eondilions of tin* declining export trade 
of British primary industries, the smaller indusliics arc {ireeisely 
those to which all jiossiblc assistance .slioiild be extended. 
There is an evergrowing overseas market for their pniducts. The 
Committee on Finance and Industry fr.nnkly recognised in their 
Report the diflicnltics confronting the small and medium industriL’s 
and believed that there was really a gap in the financial 
machinery. They stressed the necessity of forming a special 
institution which would devote itself parlieularly to the smaller 
industrial atid commerclnl issues and suggested the linc.s on 
which it might be evolved. ’ 

1 Pcporl of tlic Commitlcc on I'inanrc trn'l Industry, rnid. SSO" (IP31), i>. IH. 
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Ever since the Macmillan Committee drew attention to the 
existence of this gap and suggested the formation of a special 
company to devote itself to smaller commercial and industrial 
issues, their observations have been the subject-matter of 
prolonged discussion. There is a kind of widely held impression 
doubting the power of the City in the development of the country 
and the bankers for some time past have been endeavouring to 
remove that impression by initiating discussions among them- 
selves in order to devise a new and satisfactory machinery for 
meeting the needs of the small and medium-sized industry. A 
number of ideals have already been put forward for carrying such 
a scheme into effect. The first hint was given by Mr. Beaumont 
Pease, Chairman of the Lloj’ds Bank, in the 7oth ordinary general 
meeting of the shareholders held on February 4, 1933. He 
appreciated the need for such an institution and stated in the 
course of his address that steps for its formation were being 
taken. " I agree,” said he, “ that some organisation for pro- 
viding finance for intermediate loans of moderate means and for 
comparatively short periods which would fill the gap between 
ordinary banking loans and those for a longer duration 
and for larger sums would be a desirable addition to our financial 
machinery. Steps for the formation of such an organisation 
should he and, I may sa}';^ are being taken.” 

Credit for Industry, Lid. {1934 ) : 

Of the many schemes devoted in aid of the small industrial- 
ists, the one that has ultimately come to hold the field is the 
Credit for Industry, Lld.^ It was launched in March, 1934, 
under the aegis of the United Dominions Trust, of which the Bank 
of England had become the largest shareholder by the acqnisition, 
in 1930, of 250,000 ' B ’ shares of £1 each. The new Company 
has aroused the greatest interest inasmuch as it is the first 

t I am itniobtc'l to Mr. A. C. Uren. Manager, Creflit for Industry, Lid., for same 
OMfuI literatnrc rorcerping llic Company. 
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company of its kind, specializing in the provision of capital for 
plant and other purposes for the small and medium-sized 
businesses, which could not, by reason of their size, economically 
satisfy their requirements through the issuing houses.' The 
initial capital of ;£2o0,000 has been furnished by its sponsor the 
U. D. T. and will be increased from time to time as required. 
Additional finance will ho raised by the Company’s borrowing.s 
from banks and other sources and by the issues of debentures 
or short-dated securities. Its particular interest will he in the 
small and medium-sized industries but it will be prepared to 
provide credit for all typos of industry. The financial facilities 
granted by the Company will be of a more permanent nature a.s 
distinct from the temporary accommodation of the hanks. Tlic 
maximum amount that can be advanced has been limited to 
;650,000 and will be for periods running from 2 to 20 years.* 
The loans will he repaid at an agreed rate over an agreed period. 
Though the loans will be for a fixed period, the borrower will 
have tlie right to repay the loan at any time within the period 
fixed. Ko loan will he made unless the borrower’s bank is in 
general agreement that the loan will benefit the concern and 
unless also the bank at the same time is willing to continue 
its ordinary banking overdraft facilities according to tJic require- 
ments of the business.” No loan will be granted merely for the 
purpose of repaying an old loan ; nor will any assistance be 
given which will have the mere effect of increasing imports into 
the country. Daring the currency of the loan the assets of the 
borrowing concern will be charged by a simple charge or mort- 
gage in favour of the “Credit for Industry, Lid,,” at least to 

1 It wan conslilutwl willi n atronp Uoird nf Directors wUli Mr. J. Gibson Garvicc 
as Cliairman. Tlio olbar members were Mr. R. U. IVstsan, Mr, C. Brace G.srdDer 
(Director of Ibe B. I. D. & Mans;. Director, S. M. T.), Cajit. C. E, DstiEoa, D.S.O., and 
Mr. B. CarmiebacI, M.A., LL.B. 

I Tilt Economisl, Banking Snpplemcnt, May 12, 103(, p. 0. 

s “ The (Jonipariy has no intention of utorping tlic ftinctions of (be ordinary banks. The 
facilities to be granted are snpplomenlarj and complementary." (iVonry /or Jntfdffrj, a 
brief roriew of the functions of tbo C. F. I., Ltd., Regis House, Tiotidon.) 
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the extent of the loan.* The annual interest on the loans for the 
time being will generally be from 4.j%' to 6% according io the 
circumstances of the case. Apart from interest, there w'ill be 
no extra charges except actual legal or other costs iacnrred in 
connection with the making of the loan. It will not participate 
in the profits of its borrowers nor will it accept, as any part of 
its reward, the issue of bonus shares. The Company udl! not 
finance new inventions or the acquisition of existing businesses. 
It is a lending rather than an investing iustitation. Its real 
purpose is to assist the further development of such enterprises 
as have already succeeded in building up a business to a certain 
point and provide the finance to make the development possibie. 
Such concerns must have a satisfactory tr-iding record for a 
number of years and luuit be at the time of assistance well- 
managed and in a sound financial position. A reasonable super- 
vision will be exercised over the actions and methods of the 
borrowing enterprises but there will be no interference whatever 
and no attempt at control so long as a concern is being fairly 
well conducted The undertaking is in the nature of a very 
interesting experiment and its activities will be carefully followed 
in more than one country. Even the Chancellor of the Exchequer 
observed in a recent speech that its further progress uould he 
watched “ by us not only with sympathy but with earnest desire 
that it would succeed in filling what was undoubtedly a gap 


’ The Mcorilr may take the form of s debeDtnro in the caeo of a limited company 
inorlgBBc on real ot heritable property. Other types of scenrity may also e conai e . 

' ••TheCompar.y^illrrotinterfcrerrilbthocontrolof any hormwera 

in (be event of default on the part f 'f “ _5y ™t te 

The Company’s parpose is to provide finance— not to engage in Indus 

granted for the purpose of fcanacitoting derelict or bankrupt concctna, w 

of the Company to prowdc the money to atart soaio one in baeincss. s par - 

those-alreaSy engaged in business who can show that 

Ihehelp of addSnal liguid resonroes. The Company will not take shares m any borrowmg 

concern.” (See Jlfoneg /or Iniutlry, ep. cH.) 

0-12233 
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hitherto open in our credit system."’ A large number o( 
applications for financial assistance, ranging from a few hundred 
pounds up to the maximum amount llte Company has been em- 
powered to furnish, have already been received. They have 
come in sufficient volume to prove that there is a definite 
need for the kind of facilities the institution is designed to 
provide. It will really fill a very important need and is already 
assured of success. ,-£77,000 of its initial capital had already 
been lent by June 30, 193-i." If the scheme is operated with 
vision and judgment and the ban on new inventions is not 
interpreted too rigidly so as to exclude new industries still in 
their early stages of development, it will surely prove to he of 
immense benefit to the small and medium-sized businesses. 


* Spcccli of Uic Hon'blc Mr. Neville Clumbcrlain, then Cbnnccllnr of the Exebequor, 
at tbe Mansion House Dinner to the B inkers and Merebants of the City of London.-T/ie 
SlfllMmon, 10th October, 1931. 

! The loans after repayments amounted to £-110, WO, £000,142 and £-3U,125, at the 
end of 30th June, 1935, 1938 and 1937 respectively. (See Eeports and Accounts, U. U. -T., 
1935, 1930 and 1937.) 
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Post-War Trends in Commercial Banking Practice 
• AND THE Recent Reaction 

.. The orthodox theory of commercial banking is that 
commercial banks sliould confine themselves to short-term self- 
.liquidating transactions. Their liabilities are demand liabilities. 
It is ■ never safe for them to operate with demand liabilities on 
the one hand and slow non-liquid assets on the other. Their 
assets should, therefore, consist for the most part of cash or 
what is readily convertible into cash. The most easily convert- 
ible a'^set and -hence the soundest tj'pe of investment for a 
commercial bank is the trade discount or commercial bill. It 
possesses a degree of'liquidity far greater than other types of bank 
.loans. Commercial bank loans are largely based upon goods 
in process of production and the expectation is that as the go-d; 
move, to a further stage of production, they will in th ■ i’crraal 
economic proces.s be sold and thus permit the repayment of the 
Joans. The essential function of the commercial bank in rehtion 
to industry consists in the furuisbing of circulating or working 
capital' as distinguished from permanent capital. The making 
of loans for this purpose heips in the onward march of com- 
modities from the producer to the final consumer. The com- 
mercial bank takes its. name as it thus assists in the financing 
of commerce as .distinct from the permanent assets which are 
necessary for the carrying on of commerce. The commercial 
hanking in.stitutions mainly devote themselves to what has been 
described as “ deposit banking,” they receive money on 
deposit and! lend it on sbort-term to commerce and industry 

• The Bulislanre of IIiib clmpler was poblisbed in the form of an article in the Indian 
Journal of Economiea, Jnlj, 1932 iBeviaed and ro-written). 
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in the shape of discount and advances. They are normally 
unwilling to lock up their funds in long-term credits to or 
participations in industrial enterprises. The investment banking 
function consists, on the other hand, in the raising and 
redistribution of fixed capital. It is carried on mainly through 
the purchase of shares and debentures of joint-stock corajianies 
and their subsequent sale at a profit to investors.* 

In the pre-war days the segregation of commercial and 
investment banking into entirely separate circles was absolute 
and reached its perfection in England. It was also practically 
complete in Prance and the United States. In the years after 
the War the lines of distinction between commercial and invest- 
ment banking grew shadowy and indistinct. There was no 
longer that pronounced cleavage between the two types of insti- 
tutions as regards their policy and practice. The activities of 
the one began to shade gradually into those of the other. There 
was noticeable a remarkable trend among commercial banks 
during the post-war years to adopt the manner and practice of 
investment banks. They entered into much closer relations with 
industry than ever before. We have already noticed that a 
change was rapidly taking place in the Continent of Europe, 
specially in Germany, where the fusion between investment and 
commercial banking was practically complete. The German 
banks tended to depart more and more from the pre-w’ar practice 
of combining the functions of commercial with those of invest- 
ment banking in all its aspects. Deposit banking which was 
formerly overshadowed by the importance of investment banldng 
and long-term transactions began to receive increasing attention 
from the big banks. Their holdings of securities and participa- 
tions had been considerably reduced not only in proportions to 
total assets but in many cases even in absolute amounts since 
before the War. The proportion of capital and. reserves to 
liabilities had declined to a great extent and was similar to that 


1 Parker Willis and J. I. Bogen, inrestment Banlting, p. 5. 
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customary in England and the United States. The banks there 
appeared to have grown keenly alive to the grave risks involved 
in the immobilization of their funds in long-term loans to- industry 
and they had considerably modified their methods for long-term 
industrial financing.^ They were approximating more and more 
closely to the pre-war English banks, the purest example of deposit 
banking. While the “ mixed ” banks of Germany were gradually 
approximating to pure commercial banks by shedding their invest- 
ment trust activities, the commercial banks elsewhere showed 
remarkable trends to develop into mixed banking institutions by 
combining with their legitimate business investment banking to , 
an increasing extent. 

We have said that the segregation between commercial and 
investment banking in the pre-war years was absolute. By 
"absolute,” we are not suggesting for a moment that it was 
always easy to draw a hard and fast line of demarcation between 
commercial and investment .banking. It was often found that in 
practice any particular institution carried on, in addition to its 
basic functions, some banking iunctions which did not strictly 
belong to it. But generally speaking, the functions were never 
mixed up and integrated. A commercial bank or an investment 
bank kept itself mainly confined to its own legitimate functions. 

' In the post-war years there was a general shift of the interests of 
commercial bank's in favour of industrial banking. This drift in 
their practices, noticeable even before the War, was accentuated 
in the years that followed it. 

The status of the commercial bank, long defined as an insti- 
tution of discount, deposit and exchange, was profoundly modi- 
fied in post-war years. It may be recalled that even in England, 
which is the great citadel of pure commercial banking theory , the 


I Memoranda™ on Commercial BanJm ( 1913 - 29 ), Leagoe of 

Sec also mPovrya Greenwood, '* Transition Period in 

an article in tlie Tim«, Trade ond Enjmeer/n!? Siwiemenf, Banking nm , 
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joint-stock Isaiiks, though involuntarily, relaxed in many cases 
their traditional attitude of aloofness from industry. The relaxa- 
tion in the strict' codes of commercial banking theory was' consi- 
derably greater and, what is more,', became a part' of the 
deliberate and considered policy of. deposit banks'" elsewhere; 
Commercial bills had since the War been declining in importance 
as a method of investment with commercial banks, while there 
was a surprising increase in the growth and importance of the 
business of long-term industrial financing and all those activities 
which are known as "investment banking." This reflected a 
fundamental change in the nature of commercial banks, and their 
methods of financing industry. Instead of the' us'iial task of 
providing working capital only to industry through the discount 
of commercial paper, they contributed also towards its fixed 
capital expenditure in a manner they had never done .before. 
There were three principal methods by which they were furnish- 
ing this long-term industrial finance. To the extent that they 
made direct investments in shares and bonds of joint-stock 
companies, they were obviously contributing fixed capital to 
industrial enterprises. Loans to purchase securities, which were 
then pledged to secure the loans were practically vicarious 
purchases of securities," and were, therefore, also advances for 
permanent capital purposes. Lastly, real estate loans involve a 
lock-up of resources and are truly a characteristic feature of 
investment banking. The undertaking of such business by the 
commercial banks must mean a definite departure from their 
traditional sphere of business. There was a pronounced tendency 
on the part of commercial banks to devote a considerable amount 
of their resources not only to direct investments and loans on 
security but also to real estate loans. 

It will not be possible to examine separately and in detail the 
recent evolution in commercial banking in each country in the 
space available. It is proposed here to select a few' representative 
countries, where the separation between commercial and invest- 
ment banking w'as practically complete before the War and stress 
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the -main trends in commercial banking practice during the 
decade 1920-30 and their reversion in more recent years. 

■ The United States op America 

Before 1837, the commercial banks in the Tnited States 
were often found. to exercise some of the functions of investment 
banking. But the panic of 1837 and subsequent losses incurred 
by the 'banks as a result of ' dealing in • securities made them 
recognise .the difference between banking with liquid and non- 
liquid assets. Ever since;^that period until the outbreak of the 
G-reat'War, the business of commercial and that of investment 
banking were in the hands of separate institutions.^ The 
investment houses, the investment trusts and savings banks, 
mutual and stock, were institutions primarily engaged in 
pure .investment banking business. ' The basic functions of 
commercial banking were, on the other hand, exercised by 
the national banks. In .line with the theory that the 
national banks were commercial banks par excellence, severe 
restrictions were imposed upon them by the National Bank 
Act. These restrictions referred chiefly • to the maximum 
amount loanable to a single borrower, real estate loans, dealing 
in investment securities, receipts of savings' bank deposits, 
etc. The State banks, though modelled on lines adopted in 
the National Bank Act, were subject to less severe restrictions. 
State bank laws generally permitted ' mortgage loans and in 
some cases no' limits were imposed on advances against real 
estate sec.urity; 

1. Real Estate Loans. 

Although the national banks were put under legislative 
restrictions, °yet long before the War they could be seen drifting 
towards investment banking functions. The laws before 1913 
prohibited national banks to lend on the security of real estate 
or to acquire real estate other than business .premi.<=es except in 

1 Parker Willis apd J.'I. Bogen', Investment Banking, p. 165. 
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settlement of a debt already contracted. Properly so acquired bad 
to be disposed of within five years. But in the farminfj regions 
a large proportion of the advances made by the country banks had 
already become long-term loans secured by land. An important 
step towards the mixture of banking functions was taken when the 
provisions of the Federal BcscrYC Act subsequently allowed national 
banks to accept saving.^ deposits and granted a limited permission 
to make mortgage loans. The P. E. Act for the first time recog- 
nised the distinction between time and deinand deposits and laid 
down the requirement of a reserve of -1% (originally 5%) for time 
deposits as against 7%, 10% and 13% for demand depo.-its, the 
ratio depending on where they were located. As rr-gard.s real 
estate loans, national banks other than Central Reserve City hanks 
were • permitted to make five-j’ear loans on the security of im- 
proved farm land in the snne federal reserve district or not more 
than 100 miles distant from the lending bank irrc.spcctive of 
district lines. One-year loans on city realty were also authorised. 
These loans were limited to .50% of the value of the property 
and could be made up to one-quarter of the lending bank’s capital 
and reserve funds or one-third of its lime depo.sits. 

There was a remarkable growth of real e.state loans in the 
busiue.ss of American commercial banks during the po.st-war 
years. They accounted for the greatest relative increase in the 
credits outstanding of all commercial banks between 1022-20. 
They increased by 128%, while security loans rose by 77%, 
investment by 43%, and all other loans by only 22%‘. The 
following table strikingly illustrates this enormous percentage 
increase of real ci^tate loans during ihc period under review ’ : — 


All Commercial Banks (1022-20) (000,000 $ omitted) 


Beal Estelo loans 

30th Jnne, 1022. 
l.DBO 

31th Juno, 1920. 
4,510 

rcrrcntajre itirrcose. 
123 

Seenritr loins 

G,52l 

11,518 

77 

All other loans 

16,101 

18,357 

22 

Invrstinenis 

0,215 

13,191 

•IS 


1 Memorandom on Commercial Bnnks ( 1025.03), Irt.ij!uc of NatioDs, lO.!!, p. 237. 
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The majority of these real estate loans made by American 
commercial banks was against urban real property. With the 
onset of the economic crisis, the bulk of these loans became 
“ frozen ” and it is feared that a million dollars had to be 
vTitten off on these transactions.^ 

2. Loans on Security. 

The tendency of American banks to go in for investment 
banking is manifested further in the rapid growth of security 
loans during the post-war years. Commercial bank loans on 
securities in the United States rose from 5,780 million dollars 
in 1922 representing 24’ of the total loans to a peak of 130,026 
millions in 1930 representing 38‘6 of the total. AH other loans 
rose from 15,352 million to 15,700 million dollars only during 
the same period.® Although real estate loans showed the greatest 
percentage increase, security loans accounted for the greatest abso- 
lute increase in the credits outstanding between 1922 and 1929. 

3. Investments. 

The entry of the American commercial banks into invest-; 
ment banking business is also evident from the enormous growth 
of investments in the post-war years. Although the national 
banks were prohibited from doing business in investment 
securities, bond investments by banks had been accomplished as 
far back as 1900 without any special legal sanction. The 
corporate powers of the rational banks permitted them “ to 
discount and negotiate promissory notes, drafts, bills of exchange 
and other evidences of debt.” This became the banks’ authority 
for dealing in investment securities and under it, with the 
approval of the Comptroller of Currency, they created their bond 
departments. Their authority for the creation of the bond 
departments was, however, somewhat doublfnl and their 
establishment was sanctioned by the Comptroller because the 
law empowered them to deal in other evidences of indebtedness. 

' R. W. Goiaschmidt, The Changing Stmeture of American Banhmg, p. 81. 

* Bnsed on data pablisted in tlie Annual Reports of the Comptroller of Cntranoy. 

10-1223B 
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The American banks have always invested a considerable 
portion of their resources in securities and the movement may 
be traced to the years before the War and even to tlie last quarter 
of the nineteenth century. But in the period under review 
there was a remarkable tendency in this direction. In 
1875 the loans and discounts of national banks were about 
twenty times as large as their investments; in 1914 they 
were only sis times and in 1929 less than two and a half 
times as great. ■ During 1914-1929, however, investments 
were found to have increased by 500% while loans and 
discounts increased less than half as rapidly. The banks not 
only held these securities as permanent investments but also 
endeavoured to place them with their clients.^ 

The securities which compose the investment portfolio 
of the banks may broadly be divided into Government and 
Municipal, and into those that are not so. The figures given 
below strikingly illustrate a definite upward trend for “ other 
security ” holdings of national banks from 1922 to 1928 
(expanding from $1,863 millions to $3,416 millions) ' ; — 




National Banls 




iN^TiSTMIiNTS 




(In millions of Dollars) 



Total 


All otlicra (Railroad and 


U. S. Govt, and State 

Fulilic ntilitiea and Bonds, 



and Municipal 

Sbarcs,' etc.) 

1914 

1,921 

975 

946 

1022 

4,563 

2,700 

1,863 

1923 

5,070 

3,096 

1,974 

1924 

5,142 

2,987 

2,155 

1925 

5,730 

3,131 

2,599 

1926 

5,842 

3.117 

2.725 

1927 

6,393 

3,3)0 

3,053 

1928 

7,147 

3,731 

3,416 


The tendency towards a mixture of banking functions which 
had been working for a long time was thus considerably 

1 Memoranauin on Conmnereial Banks (1918-29), League of Nationa, p 329. 

* Memorandum on Commerpial Banka (1925-331, Tjenpne of Nations, 193f, p. 335- 
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accentuated in the post-war years. Indeed American banking' 
Jaw seems to have given oflScial sanction to this investment 
policy of the commei-cial banlrs. 

The Federal Reserve Act, it will be recalled, had considerably 
broadened their investment banking functions. ' Later legislation 
permitted a yet greater fusion of banking functions. The 
McFadden Banking Act, which received the- approval of 
President Coolidge on February 5, 1927, was a distinct forward 
step. The Act set the seal of the legislature's approval upon 
the investment functions of the commercial banks. It specially 
recognised that dealing in investment securities was a perfectly 
legitimate business of the modern commercial banks and 
authorised the national banks to engage in that type of transac- 
tion. The Act provided that “ thehusiness of buying and selling 
investment securities shall hemafter be limited to buying and 
selling without recourse marketable obligations evidencing 
indebtedness of any person, co-partnership, association or corpo- 
ration in the form of bonds, notes and (or) debentures commonly 
known as investment secuiities.”^ The maximum amount 
which might be held of the securities of any one obiiger or 
maker w^as limited to be 25% of the banks paid-up capital 
aud reserve. Thus the Act expressly allowed the banks to enter 
the business of security issue and distribution.® Stocks aie 
not evidences of indebtedness and, as before, the banks were nou 
permitted to purchase them for their own account. 

The Act not only specially recognised the legitimacy of 
dealing in bonds, but also considerably removed the restrictions 
on the grant of real estate mortgage loans. Such loans had 
always been frowned upon by commercial bankers as a non- 
liquid asset. The Federal Reserve Act had granted a limited 
permission in this respect. The Mchadden Act recognised that 
it was not sufficient and authorised the national banks to make 


I Sec. 2(tJ, The .McFadJen Banking Act, 1921. 

« " The ilcFnddca Bankinff Act of 1927 ’’-an article by H. H. Preston 
Economic Recieui, Vol. 17, irniiei 1927. 


in the Aniencon 
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real estate mortgage loans on a far larger scale. They were now 
permitted to loan on city realty for a period of five year.< against 
one year formerly. Not only the period of the loan was c.Ktcnded 
but the limit to which the total volume of such loans had been 
subjected was viiised liberally. Banks were permitted to* place 
60% of their savings deposits in mortgage loans as against 33?,% 
of their lime deposits formerly, the limit as to a quarter of the 
capital and re.serves rem.iiningas before. Although this provision 
implied that that portion of the time deposits which was not 
strictly savings de[) 0 sits could not he inve.sled in real estate 
mortgages, yet the final cITect of this section of the Act was to 
increase materially the total funds that national banks might 
now lend on the security of real pslate.' The ban which was 
formerly placed on the hank-; in Central Reserve Cities as regards 
engagement in such type of business was removed altogether. 

After the passing of the AlcPadden Act of 15)*27, thanks to 
its liber.al provisions, the banks entered into the investment 
field to a far greater extent. There was .soon afterwards 
a tremendous outburst of speculative .-ictivitic-s among (hem. 
Their commitments in the stock market during 1928-1930 
were extremely heavy and many of them became deeply entangled 
in real estate and security loans. The slati.stic.s pnbli.sbcd by 
the Federal Bcseri'c liuUciius disclose n reniarkahle growth of 
direct investments and loans against security during this period. 


Reporting Member Banhs ' 
(In millions of Dollars) 



Doans on Secorities 

All other 

December, 1028 

7.193 

0,(l,”i 

December, 1020 

7.009 

9.-J70 

September, 1030 

8,801) 

8.400 

December, 1930 

7.770 

8,.W7 

September, 1931 

0,113 

7,870 


> H. 6 . Bodkey, The Bun/.intj Proeer\, p. 255 . Dr. Boilkcy lias sltown by an 
iDlercflUng calciilntion that, Inkiti!; tli» firfnrtfs for 3ath .Tanc, 1P20, tl:e new Act permitted an 
iDorcnae of S5W, 706.000 for investment in real estate inortuaBCS, 

S Fcderat Jitscnc Bullcliii, Vol. XAT, 1930, p. :2, p. 773. Also Ff.t. Brr. 

1031 (Feb. and Oet.), p. OS, p. C63. 
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Reporting Member Banks 
(In millions of Dollars) 

Investments 

December, 1928 ' ... 5,936 

December, 1929 ... 5,607 

September, 1930 ... 6,361 

December, 1930 ... 6,784 

rtj. S. Govt. 4,154 

September, 1931 ... 7,7954 

tOther 3,641 

Loans on securities of reporting member banks reached 
their peak in September, 1930. Between April, 1927 and 
September, 1930, security loans rose from $5,924 millions to 
$8,390 millions, representing an increase of 41‘6%, while all 
other loans fell from $8,612 to $8,469 millions. Compared with 
January, 1922, security loans increased by about 133 % while all 
other loans increased by only 13*5%. 

The tables given above amply demonstrate that the assets 
of the American banks were generally more illiquid and of a 
more speculative character in 1929 than in 1922 ; the extreme 
point was reached in 1930. One fact of startling importance 
that at once leaps to the eye is the declining importance of the 
"all other loans," which mostly represent self-liquidating 
commercial transactions. It is also interesting to note that not 
only they diminished in importance but their average quality 
also deteriorated. For example, in the case of all national 
banks, the importance of commercial loans eligible for re- 
discount at the Federal Eeserve Banks dropped from 42% in 
1922 to 38% in 1929.^ 

From September, 1930, the banks, sorely battered by the 
financial storm of 1929, began to set their bouses in order and 


1 Meaioraadum on Commercial Banks (1925-1833), League of Nations, Geneva, 1934, p. 238. 
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within a short time considerable progress was made in the 
direction of liquidation of frozen assets. Loans on securities 
in September, 1931, in the case oftlic Keporting Member Banks, 
amounted to a little more than $C,400 millions and represented 
a big drop from high point reached in the same months of the 
previous year. Investments no doubt increased and they Avere 
higher than in 1930 but the investment portfolio was much 
more liquid than before. It contained a large clement of short- 
term GoA'crnment securities.* As will be seen from the table 
gi\'en beloAY, in the case of national banks all other investments 
decreased in 193’2 while Government and Municipal investments 
showed an increase'' — 

lK\'i!fiTMENTS (in millions of Dollars) * 


SOih J une 

Total 

Govt, end Municipal Bonds 

All other Bonds and 
Shares 

1927 

0.893 

8,3-10 

3,058 

1928 

7,147 

3,732 

3,415 

1929 

0,036 

8,301 

3,093 

1930 

0,883 

3.540 

3.3-12 

1931 

7,673 

4,258 

8,422 

1932 

7,107 

4,534 

2,013 


The astounding increase in the growth and importance of 
- direct investments in non-GoA'crnraent securities and loans on 
security during 1922-1930 reflected a fundamental' change in the 
character of the American commercial banks. They were no 
longer concerned with the provision of short-term funds for 
Avorking capital purposes to industry but were also deeply 
interested in furnisliing long-term industrial finance.'’ 

^ The Economisl, Banh’ng Siippkmcnt, Oct., 1931, p. 9. 

® Based on the data puhlishcd in the Annnal Reports of the Comptroller of Currency. 

s Memotiindum on Commercial Banlts n925 S3), League of Nations, Geneva, 1931, p. 238. 
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4. Security Affiliates. 

The organisation of security affiliates by the American 
commercial banks is perhaps the strongest evidence of their 
increasing investnaent banking activities. The rise of these 
affiliates overshadowed in importance every other develop- 
ment of American banking in recent years. The origin of the 
device of security affiliates may be traced back to 1903 when 
the First National Bank of New York organised the first 
securities company (The First National Company) because of 
the pressure exerted by the Comptroller of Currency owing to 
the obvious conflict between deposit banking and the business of 
marketing securities. Three years later, the National City Co. 
was established by the National City Bank. These two subsi- 
diaries remained solitary for a number of years. But as the 
commercial banks felt more and more inclined to enter into 
the field of investment banking, the organisation of security 
affiliates proceeded apace. Thus when the War Loan campaign 
brought the commercial banks in the country into close contact 
with the business of distribution of securities, the number of 
security affiliates began to increase rapidly. The Chase Secu- 
rities Corporation was organised in 1917 by the Chase National 
Bank and affiliates were formed in quick succession by the 
First National Bank of Preston in 1918, the Guaranty Tiust 
Company and the Hibernia National Bank (New Orleans) in 
1919 and the Central Illinois Bank in Chicago in 1920. The 
participation of the commercial banks in investment banking 
became more direct and intense since the close of the year 3927. 

The movement of organising security affiliates for the purpose 
of undertaking investment banking business spread like wild 
fire, from that time among commercial banks.^ As a result 
almost every large urban commercial bank in the U.S.A. bewme 
equipped with one or more security affiliates. By 1931 national 
banks alone could boast of nearly 200 of them; The business o 

1 R W. Goldsobmidt, The Chanf/ing Structure of American Sanhing, P- 18^- 
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banking necessarily underwent a radical transrormation indicat- 
ing the decline of commercial banking proper and the increase 
of investment banking. 

The " security affiliates ” were created by tbe large city 
banks, excluded as they were from issue and 'financing business 
by legislation, to carry out tbe type of transaction from wbicb 
they w'ere debarred. The issues in which the banks were 
interested were made through these subsidiary companies. The 
affiliates were incorporated separately, the capital being sub- 
scribed either directly by the parent bank or by its sbareholdcrs. 
In many cases the stocks of the affiliate were automatically paid 
for out of a special dividend to bank shareholders. In the case of 
the first securities company, the parent bank (the First National 
Bank) had provided the capital out of its owm surplus. An 
analysis of the methods of incorporation of national banks’ 
affiliates in recent years discloses four methods of control : 
(a) stock owned by the parent liank, (b) stock owned by tbe bank 
shareholders, (c) stock owned by other affiliates^ (d) stock trust- 
ed.* Thus in 1931 out of the 192 affiliates of the national 
banks, the parent banks directly owned four only ; in 17 cases 
the affiliates’ stock was owned by another affiliate of the parent 
bank ; in 45 cases it was distributed in the form of joint and 
indivisible certificates of shares in the bank and security 
company among the parent bank’s shareholders. As a rule, 
however (126 cases), the capital slock of the investment affiliate 
was held by a body of trustees for the benefit of all the share- 
holders of the parent bank." The affiliates . were usully the 
recipients of heavy loans from their parent banks Avhich enabled 
them to engage in transactions not permitted to the latter. 
There was until recently scarcely any restriction on the national 
banks’ loans to their affiliates, the only limitation being the 


A “'The Bankini; Act of 1933" — an article bjR. B. WceterGc]d,in tlio Journal of 
PoUiicat Economy, December, 1933, p. 738. 

* E. W. Goldeebmidt, The Chanijing Siriiciiirc of /Itnrricen Banking, p; 185, 
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provision that loans to no single interest should exceed 10 pei 
cent, of the banks’ capital and reserve fund. 

The afiSliates performed a variety of functions. Three of 
these might be said to comprise an intrinsic part of their activity 
as investment bankers. They were : — 

1. Origination of new security issues. 

2. Formation of or participation in the original selling 
group, disposing of the securities in large blocks to retailing 
bankers all over the country or occasionally to institutional 
buyers. 

3. Distribution of bonds and to a lesser extent of shares 
to the ultimate investor. 

■ As regards the underwriting and distribution of securities 
they acted both as wholesalers and retailers, purchasing entire 
or part offerings and distributing the securities through salesmen 
to private investors and institutions. 

“ In addition they sometimes acted as holding companies 
for control or other purposes, carrying securities which the 
parent bank was not authorised or did not wish to have among 
its investments; as investment trusts, buying and selling 
securities for investment or 'speculative purposes ; as assets 
realisation companies taking over the parent bank’s loans 
and investments which proved doubtful or illiquid ; as real 
estate holding companies and as a medium for supplying the 
bank’s own stock.” ^ These security subsidiaries worked closely 
together with their parent concerns so that the net effect was 
somewhat similar to that of the German system. 

Thus the commercial banks which had already created the 
bond departments entered into the stock market to a considerable 
extent through these affiliates. The development of the affiliates 
rapidly increased the banks’ share in the total flotations of new 
securities. In the pre-war years a very small proportion of the 
total distribution of securities was made through the commercia 

I Memorandam on Ccmmaroial Bants 0 of Geneva 1931. p. 210, 

11—1223? 
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banhs, but in 1031, 5't’4% of all new Hccurilies was sponsored by 
the bank affiliates, those of the national banks alone accounting 
for 33’6% ' In the years imincdialely before the onset of the eco- 
nomic crisis, there \vasa tremendous outburst of speculative acti- 
vity among the investment affiliates. The banks rushed recklessly 
into the slock market through their aililiatcs ; and the inevitable 
crash soon occuricd. The country became littered with a crop 
of bank failures. No less than ],31i) banks closed their doors in 
1930.- This was undoubtedly a very large number even in the 
case of a country where banking suspensions are a normal 
phenomenon in times of prosperity. Conditions have come to 
light in connection with these bank failures which clearly reveal 
the abandonment of pure commercial banking and the integration 
of financial operations of a diverse character. The recent banking 
investigation has thrown a Hood of light on this drift of American 
banks into the unwonted channels of investment banking. The 
enquiry disclosed that there was an almost univcnsal tendency 
towards “a speculative security basis for banking”" and 
practically every one of the large commercial banks was found to 
possess security affiliates. In many instances a single bank 
owned a considerable number of affiliafes — the Bank of the 
United States having as many as -IB affilitiles.’ 

Franck 

The tendency towards an intermixture, of banking functions 
was also at work in post-war France. In rontrnsi to the system 
prevalent in Germany and other countries of Europe, French 


J “ Die Uanking Act ol 1P33 no article by H. D. Wcslcificlil, in the Jcitntel t>] 
Political IIcoiioHiH, December, p. 73®. 

! The Statist, Mcniatwnal Itaiihiiig Section, November IJ, H'31, p. f.C2. 

3 *' Spcciilativo Activities of Anicricon Banbtrs "—an ottide by II. P. Willis in the 
BmiA'cr,, February, 1931, pp. J6S.92. 

< " The Senate Banking Investigation "—an article by (II. P. Willis in the Banker, 
Mereh. 1931, p. 325. 
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banking, before the War, was characterised by a division intojtwo 
distinct classes, viz., the banques d’ affaires and the banques de 
depots. The former type specialised in the long-term financing 
of industries and in the origination of securities. These institu- 
tions acted as investment bankers in the full sense of the term. 
They often participated to a substantial extent in the manage- 
ment of the industries promoted by them and used to carry the 
purchased securities in their portfolios for considerable periods 
of time until the success of 'the enterprises or market conditions 
allowed their sale to the public at reasonable prices. These 
purely investment institutions, however, often undertook other 
functions such as the opening of current accounts to their indus- 
trial customers. They had to do so as they could not depend 
solely upon their own business which was naturally of an irregular 
type. But generally it may be said that they performed, the basic 
functions of investment banking. Among the most important of 
the banques d’affaires were the Banque de Paris et des Pays-Bas, 
the Banque de rUnioh Parisienne, the Banque Prancaise Pour 
le Commerce et I’lndustrie and the Credit Mobilier Prancaise. 
These financial banks specialised in the issue business and in 
the flotation of industrial and financial enterprises all over the 
country and even abroad,* the case of the other type of 


1 TIius the Banque de rOnion ParisieDne has been associated with electiical and 
metallargical works and it has consideiahle ioteresls in the Crensot Works of MM. Schneider 
et Cia Before the War, it took an important part in the development of Bnssian 

metallurgy : and aiace the end of the War it has taken an active part in Bnancing economie 

development in Central and Eastern Europe either directly or through the Union Buropeenne 
Indnatrielle et Knanciere. In recent years it has participated very scti rely m new issue 
bnsineas and has largely increased its portfolio of investments in other undertakings. Its 
investments and participations have been as follows 

1929 1929 fO 

229,459,704 327,976,458 366,403,485 439.202,694 

The Statist, Inf. Banking See., Nov. 14, 1931, p. 724. Also Nov. 1-, 1932, 


pp. 693.94. 

In May, 1932, the Bank took over the 
Banking Sec., Nov. 13, 1932. 


Credit Mobilier Francaise.— The Statist, Ini. 
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institutions, the etablissements de credit, there was before the 
War a. marked unwillingness on their part to advance funds 
freely for the development of domestic industries. Instead, they 
concentrated on the foreign securities business, putting out 
numerous foreign state and industrial loans in succession. They 
Avere, indeed, accused of neglecting domestic industry and of 
diverting French savings to countries like Russia, South America, 
Turkey, etc.^ 

The division, even before the War, could not be made too 
absolute. There were many institutions which were frankly 
“ mixed.” The lines of demarcation between the two types 
greAV more and more indistinct after the Great War and almost 
faded away in later 3 'ears. The whole system underw'enfa 
considerable change since the pre-war period. The banques d’ 
affaires which specialised in financial business formerly began to 
develop, not without success, the ordinary transactions, properly 
speaking, of a bank. There arose a definite tendency on their 
part to adopt a more and more aggressive- policy of commercial 
banking. The credit banks, on the other hand, entered the 
investment field in a manner they had nev-erdone before.® During 
the War the Government had obtained control of the investment 
operations and had passed a law on May 31, 1916, forbidding 
the issue of foreign securities in the French market. The credit 
banks with the practical cessation of the foreign loan business 
occupied themselves with State issues and the finance of national 
industry. From that period, they came to extend much more 
financial assistance to domestic industries than they had ever 
done before. In the years that immediately followed the War, 
French industry became badly in need .of credit on a large scale. 
War liabilities had to be liquidated, factories destroj^ed in the 
devastated regions had to be re-built, industries engaged directly 
or indirectly in the reconstruction of the devastated areas had to 

1 Parker Willis and B. H. Berkhart, Foreign Banking Systems, p. 67-2. 

,■■■,* The Times Trade and Engineering Supplement, Banking Number, June 29, 1929. 
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be equipped with uew installalious. The French credit banks 
were not unresponsive in this hour of need. As Mr. Whale has 
observed, “ The increased importance of French industry called 
for adaptations in banking policy. ” ^ 

The banks were quick to realise the need to provide more 
extensive assistance for their industrial customers. When the 
industries approached them for extended credits, they readily lent 
their collaboration and helped to float new issues of bonds and 
shares. The banks could not “ lock-up ” in long-term loans the 
funds lent to them on deposit accounts. But they had to create 
the desired facilities for long- and medium-term credits for the 
pressing requirements of their industrial clients. Wherever 
possible, they helped directI}! with the funds which were deposit- 
ed with them for fixed periods and also with their own resources 
which they had already begun to increase. The policy of sys- 
tematically increasing their paid-up capital and reserves which 
they pursued during the period under review lends colour to the 
view that their character was changing rapidly. The tables 
given below' strikingly illustrate a marked increase of capital 
and reserves in the case of the principal deposit banks of 
France : — 


Table I 



{Five, since 1931 Sis) 



• 



In millions of francs 




1925 

1929 

1930 

1931 

1982 

Paid-Up Capital. 

1,156 

1,043 

1,701 

1,383 

1,490 

Eeaerves. 

561 

1,807 

2,038 

1,884 

1,897 


1 P.B. Whale, -LeclnreBonEDKliBl. ond Conlinental Banting" (delivered March 2C, 

1031), Journal of ihe IntiiMe of Bankers. Joae. 1931, p. 

J Memorandum on Commeiaial Banks (ia35.83;. Lcagne of Nations, Geneva. 1934, p. 101. 
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Table II * 

(Individually) 

In niillionB of francs 


Banque Nationale de Credit: 

1927 

1028 

1029 

193!) 

Paid-up Capital. 

250 

262i 

2G21 

318? 

Heserve 

320 

lOG 

123 

175 

Comptoir National d’ Escompte: 





Paid-up Capital. 

250 

250 

4(H) 

4(H) 

Eeserve 

331 

144 

448 

452 

Credit Lyonnais : 





Paid-up Capital 

255 

255 

408 

408 

Eeserve 

227 

227 

o 

CO 

800 

Societe Genvralc : 





Paid-up Capital 

250 

250 

319 

■320 

Eeserve 

75 

105 

300 

•380 


The French deposit banks helped the industries in yet 
another way. In order to provide greater assistance to them 
without immobilizing the funds entrusted to them on deposit, 
they formed subsidiary companies for long-term industrial 
finance. Thus two of the old established and powerful institu- 
tions, the' Credit Lyonnais and the Comptoir National d’ 
Escompte, created, as far back as 1919, the Union pour le credit 
a rindustrie Nationale (Ucina). 'With the same purpose the 
Societe G-enerale founded in 1928 the Societe Anonyrae de credit 
a rindustrie Prancaise, aud the Credit du Nord established a 
similar company, the Union Bancaire du Nord.® 

The reports of the six main deposit banks of Prance 
for 1927 and 1928 give clear indication of the increasing interest 

’ The Statist, hilernalwnal Banhing Scetim. 

* P. B. Whale, " Lccturca on licfjlish and ContiDcntal DaokJog " (delivered March 
26, 1931), Journal o/UicIiiffftH(eo/iJaii/:m,Junol93l, p 399. 



POST-WAR TRENDS IN COJniEEClAL BANKING PRACTICE 87 


they were taking in industrial finance, not only by lending colla- 
boration to the issues of short- and long-term bonds of French 
industry but also by becoming large holders in industrial under- 
takings. As in Germany, they were taking shares in preliminary 
enterprise and the Syndicate d’etude was seldom without bank- 
ing representation.^ Their balance sheets show that their 
investments in financial syndicates increased considerably durincf 
1913-28 

( In Millions oi Francs I 

% 

1913 1919 1927 1825 

158 200 246 267 

Japan 

Although Japan possesses a special Industrial Bank, the 
ordinary commercial banks in the country are found "to have 
increased their activities in the sphere of industrial financing 
during the period under review. There was a persistent ■ 
tendency on their part to accommodate industries with extensive 
loans. The practice of locking up their funds in long- 
period loans on securities and immovable property was quite 
common. Mr. Allen estimates that the advances of ordinary 
and savings banks on immovable property were more than 
1,000 million yen in 1921.^ Dr. S. Furuya in a recent work- 
points out that the so-called exchange banks of Japan are not 
strictly speaking exchange banks at all and they very often 
entangle themselves in heavy long-term investments in indus- 
tries.® In more recent times, especially after the crisis of 1927, 
the ordinary banks entered into the stock market on a very 
large scale. Their tendency for security holdings considerably 
increased. Formerly they used to compete with one another 

> The Times Trade and Engineering Supplement. Esnlting No,, J one 30, 1928, p. 13. 

2 G. 0. Allen, Modern Japan and Hs Problems 119281, p. 179. 

s Dr. S. T, Furaya, Japan's' Foreign Exchange and her Balance of Intrenaiional 
Payments, p. 162, 
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in attracting deposits; now tlicy were competing keenly in the 
business of underwriting debentures. The balance sheets of 
four out of the " Big Five " disclose a remarkable increase of 
their security holdings in recent j'cars.’ 


T,\bi.e I 

ScairHi(.\ ),cld by Four of Ihc “ Jiig Five. ” 
• (In IliBHSJna* ol ytii) 




1927 

1028 

1920 

1930 

1031 

1. 

Mitsubishi 

233 

322 

300 

337 

285 (Dec. 31) 

2. 

Mitsui 

... 

221 

23.3 

215 

272 (Juno 30) 

3. 

Sumitomo 

174 

230 

233 

242 

248 (Dec. 31) 

4. 

Dai-icbi 

... 

2-18 

285 

20fl 

30-5 iJiine 30) 



TAm.r.11 




I)£C. 31, 1932 

D.’i- 31,193) 

JnDo».>, 1931 

1. Mitsuliislii 

(iO'i 

.a.!.5 

411 

2. Mitsui 

182 (June) 

280 (Juiu) 

353 (June) 

9. Sumitomo 

201 (Dec.) 

320 (Juno) 

3.58 (June) 

4. Dai-ic)ii 

... 

370 (.Tmii?) 

-503 (June) 


The returns of the clearing hon.sc banks in Japan also reveal 
that they were employing a considerable portion of their surplus 
funds in investment in securities," During llie industrial crisis 
in the autumn of 1930, following the lead of the Tndustrial 
Bank of Japan, the Tokyo commercial banks generously lent their 
assistance to several big industrial companies in distress for want 
of funds. An understanding was reached between them for joint 

« 

r The Slalisl, Intcrnaliono) aanlfipij Section, Nor. U, W31. pp. 7M-05. Atio Nor. 12, 
1932, pp. 781-81. 

7 The Times Trade and Engineering Siijiplemtut, Banking No., June, 28, 1939, p. 25. 
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action in giving financial aid to business enterprises. A new 
machinery was set up for this purpose. The banks and trust 
companies formed an association, called the Industrial Investiga- 
gation Association, with the object of facilitating the rationalisa- 
tion of Japanese industries. It investigated the conditions of 
several concerns to find out if they required reorganisation and 
if financial assistance to them was justified.^ 


Canada 


The same tendency of sponsoring industrial securities and 
of generally invading the field of .investment banking is discerni- 
ble in the case of the commercial banks of Canada in post- 
^ war years. They were devoting themselves to an increasing 
extent to underwriting operations and figures have been collected 
which show that their participations in the flotation of bond 
issues totalled during 1927-32 more than 2S0 million .dollars." 
• The investment houses naturally came to look with great disfavopr 
upon this extension of commercial banking activities into their 
legitimate sphere of business and they filed with the recent 
Canadian Banking Commission a memorandum complaining 
that they were suffering severely . from the competition of the 
ordinary banks and also requesting that this aspect of their 
activities- should be checked when the Bank Act was revised. 
It was suggested that " the Banks should he prohibited by statute 
from selling securities , directly to the public and also from 
tendering for new issues either individually or as members 
of syndicates and from acting as agents in connection with issues 
made by Governments, Municipalities and other public bodies. 
The banks on their part contended that dealing in securities was 
' a recognised normal activity of hanks throughout the wor an 


I Tfte T,-.« Trode «„d Engineerino Bantiog Number. 

* See Tftc Eemiomitt, Banking Supplement, October 14, 19 ■ , p. 

"^^!^o!:ZalCcmrnlee,on on Banking and O.reno, .'n Conado. OBa.a, 1933, 


p.76. 


1C-1293B 
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had been established in Canada as far back as If-.TG. The Bank 
Act of 1890 and subsequent revisions had conferred upon them 
the right “ to deal in and discount and lend money and make 
advances upon the security of and take as collateral security for 
any loan made by it, bills of exchange, promissory notes and other 
negotiable securities or the stock bonds, debentures and obliga- 
tions of municipal and other corporations whether secured by 
mortgage or otherwise.” The Hoyal Commission was impressed 
by evidences of considerable laxity and abuses of commercial 
banking practice and concluded that although the volume of indus- 
trial securities ” sponsored and* distributed by the banks might 
have been small in comparison with that of Government and 
other securities, yet it was advisable that, the banks should- 
refrain from dealing in or distributing for their own account 
any but the highest class securities.”^ 

Eeasons for the Landslide in Commercial Banking Praclice : 

It is abundantly clear from the foregoing study that there 
was a historic landslide in commercial banking practice. The 
countries which had been so long traditional liomcs of commer- 
cial banking departed to a surprising e.vtenT from its recognised 
canons. Their banks in many instances tended to adopt business 
at much of which bankers would have shuddered in the pre-war 
days. There was a decisive shift of their interests in favour of 
industrial banking ; they became frankly “ mixed.” 

The reasons for this remarkable fusion of banking functions 
in countries where they were so carefully segregated are not far 
to seek. The relaxation in the conservative codes of com- 
mercial banking practice was partly the result of the post-war 
depression and partly the result of changes in general economic 
organisation. A widespread slump followed in the wake 
of the Great War. The incidence of the depression upon several 

. ^ Report of the lioijal Commission mi Banking ami Currency in Cdiinrfa, OUawa, 1933, 
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MastriesWas extremelj severe, A consiteaWe. portion ef (bs 
adyaacea of commercial baab to aacb iaduatries became pracH- 
Milj teen " and unrealisable. To protect .tbeir owa iateresls ' 
tbe banka irere obliged to make fnrtber advances and also to take 
over Ibe security for the loans previously granted and to assume 
direct control over industrial enterprises. Eecent economic 
changes lying entirely outside the banking system have aiso 
compelled the commercial banks to depart from their traditional 
practices. Owing to the progressive concentr.ition of industry, 
the small firms are lending to disappear and business units are 
fast growing in size. The smaller concerns were tbe principal 
users of the commercial banks and, with their disappearance/ 

. the demand for commercial bills has rapidly declined. Access to 
the capital market Is compiratively easy for tbe larger concerns 
and these in the post-war years have shown a remarkable ten- 
dency to develop the practice of obtaining working capital in the 
investment market by issuing to the public long- and short-term 
notes as well as stocks. This tendency has been mostly manifest 
among American industrial companies where they have been, for 
some years past, particularly since 1927, endeavouring to meet 
their working capital requiremmts not by borrowing from the 
commercial banks but through the long-term capital market or 
through the retention in liquid form of earnings in tbe business.^ 
The effect on the banks was twofold. They found that their 
funds had been accumulating in large amounts while the prin- 
cipal channel of putting them through was fast disappearing. 
The deposits had been swelling to an enormous size but the 
growing funds were not needed by commerce. They found it 
well-nigh impossible to utilise their funds in the ordinary transac- 
tions of commercial banking. Under the circumstances, they 
were compelled to explore other than the time-honoured tradi- 
tional avenues for the employment of their funds. If they -were 

’ " Booinl Aspects of Commcrcinl BankiDg Theory an article by F- A. Bradford in 
the American Economic Ecciew, Jane, IDS'), p, 281. 

See also Bodfcey, The Banking Process. 
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to make profits, nay, to exist at all, there was one and only one 
course open for them— -that of diverting their funds into the 
investment channel. Thus they vj'ere forced to embark on busi- 
ness hitherto considered to be outside their legitimate province, 
such as real estate loans, stock and bond collateral loans, invest- 
ment in securities and so on. Having to cope with decreasing 
earnings in their ordinary fields of activity, they came to be 
guided entirely by tlie “ yield ” factor and to sacrifice "safety " 
and " liquidity ” altogether. 

An idea of what an enormous increase in the deposits of com- 
mercial banks occurred in the United States during 1922-27 may 
be formed from the following table regarding the Eeporting 
Member Banks in leading cities.’ Tins increase in deposits was 
accompanied by a parallel growth in investments and- security 
loans, as will be evident from the figures already given for 
the same period. 

Reporting Member Bmihs m -Leading Cities 

DEPOSITS 


(In millions of Dollars) 



Year 

Net Demand 

Time 

January 

1922 

10,862 

3,017 

December 

1922 

11,140 

3,695 


1023 

11.125 

■1,068 


1924 

13,179 

4,826 


192o 

. 13,168 

6,320 


1926 

18,012 

6,783 

April 

1927 

13,041 

6,088 

December 81 , 

' 19293 

14,118 

0,7fi7 

April SO, 

19303 

18,6S1 

7,056 

September 2-1, 

19303 

13, H2 

7.489 


A most significant development in this enormous grou'th in 
hank deposits is the rapidly increasing importance of timfe 


* Report of ibe Fed. Reserve Board for 19S&,pp. 1C1-G5. 
® Fed. Beserre BtWfeffn, May, 1037, op, til. 

> Fed. Retcne BuUclin, Vol. XVI. 
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v/a 


deposits, While both demand and' time deposits have swelled, 
the latter have increased much more regularly and at a definitely 
higher rate than the former.. In the table given above; time 
deposits increased during January, 1922 — Septembet, 1930, by 
more than 148%, while net demand deposits increased by only 
30'7 % . This huge relative increase in time deposits signifies 
a corresponding change in the status of the commercial banks. 
In the same manner the explanation of the increasing interest of 
French deposit banks in the industrial field during the period 
under review is to be found not only in the altered circumstances 
of the post-war period which we have already indicated but also 
in the enormous growth of deposits. The progressive diminutioti 
and afterwards complete cessation of the issue of shorf-term 
loans by the Treasury brought back to the banks as deposits a 
considerable portion of the capital that was formerly invested by 
their owhers at 3 or 6 months 'in the National Defence Bonds. 
The following table clearly indicate.^ the enormous increase of 
deposits in the case of the principal deposit banks of Prance' ; 


ms 

26 ,TiS- 

718 


Pnncipal Deposit Banks 
Deposits Frs. (000,000 omitted) 

1929 

42,608 

of which Time Deposits : 

2,890 

Current Accounts : 


1930 

44,749 

3,919 

41,270 


The tendency towards a relative increase of time as 
compared to demand deposits is unmistakable here as elsewhere. 

1 Memorasdum on Commercial Banka (1925.33), League ot Nafioua, Genera. 1934; 
p-. 101; 
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The banks found that their deposits were largely increased 
while the opportunities for their profitable investment were not 
many. Hence they were obliged to explore suitable new avenues 
for their employment. The demand for increased capital by the 
older established businesses and for new capital by the 
growing number of newly established concerns was welcomed by 
the banks and the plethora of capital which was seeking employ- 
ment was quickly diverted to these channels. 

The absence of a suitable alternative employment for the 
increasing resources of commercial banks compelled them to 
branch out in the investment field not only in the case of France 
and America but also in that of Japan. After the spring of 
1927, the deposits in the Japanese commercial banks swelled 
to enormous figures. At the end of 1928, all the clearing' 
house banks, numbering 399, held deposits to the extent of 
6,047,366,000 yen. This represented an increase of 585,853,000 
yen over the previous year and an increase of 268,619,000 
yen over the year before the crisis.’ 

The Japanese banks seemed to suffer from a plethora of credits 
for which they were almost unable to find a suitable channel 
of employment in the short loan market. Steps had been taken 
to reduce the rates of interest allowed on deposits and to receive 
new deposits to as small an extent as possible. But still they 
could not employ their funds in the wonted channels and were 
finding their business unremnnerative. Some recent balance^ 
sheets available for the clearing house banks disclose that they 
were employing a large portion of their surplus resources in 
securities.® In the case of the Japanese ” Big Five,” deposits 
withdrawn after the crisis of 1927 found their w»ay to them 
in large amounts. Their balance-sheets for 1928 show deposits 
totalling 3,129,969,000 yen which was an increase of 302,860,000 


1 The Times Trade miJ Engineering Stippiemeni, Bnnkinc Number, Jane 29,1029, 
P.--32. ! 

* The Times Trade and Engineering Supplement, Bankiug N umber, Jnne28, 1930, p. 25. 
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yen over 1927 and of • 906,818,000 yen over 1926. The banks 
were compelled to enter the stock market in order to utilise 
■ their immense surplus funds. 

Figures showing the deposit indices of the commercial banks 
in the United States, France and a number of other countries 
are available and they clearly indicate a general post-war trend 
for deposits to shift from sight or short-term to savings- or 
long-term accounts. Thus it is found that in the case of the 
American national banks, the index for savings and time deposits 
rose from' 100 in 1913 to 1,086 in 1929 while that for current 
accounts rose from 100 to 135 during the same period. In 
•France the index for savings and time deposits and that for 
current accounts rose to 129 and 124 respectively. The tables 
given below strikingly illustrate this tendency ^ : — 


1913 

20 

31 

22 

23* 

21 

25 

26 

27 

28 

29 

U.S.A. : 











(o) 100 

74 

111 

112 

106 * 

115 

115 

121 

124 

139 

135 

(6) 100 

279 

549 

681 

671 

742 

811 

882 

976 

1,068 1,086 

(c) 100 

92 

149 

163 

156 

174 

176 

188 

215 

220 

21B 

France : 


• 









,(a) 100 

70 

91 

88 

75 

67 

72 

80 

97 

119 

124 

(b) 100 

43 

51 

41 

37 

37 

32 

36 

41 

66 

129 

(c) 100 

68 

88 

85 

72 

65 

69 

77 

93 

115 

243 


{Or) Current. 

(6) Savings and time. ^ 

(c) Total. 

Tables exhibiting the same tendency may be given for other 
countries as well. Norway and a few other countries show a 
tendency towards the growth of demand deposits but they are 

J Memorandum on Commercial Banks 11913-29), Leagne of Nations. Tabje V, pp. S0.82. 
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not a reals only a formal, exception to this general trend towards 
a change in the composition of deposits. 

This change in the composition of deposits was accom- 
panied by a parallel movement in the composition of credits 
Avhich showed a marked tendency to shift from shorter to longer 
accounts. A comparative study of the indices of “loans and 
advances” and “discounts” clearly demonstrates a remarkable 
tendency in post-war years for the former to increase relatively 
to the latter in all countries except England, France and Italy. 
But even in these countries, since 1921-23 “ loans ” tended to 
grow much faster than “discounts.” Loans are not self-liqui- 
dating in the same sense as discounts and are advanced generally 
for longer periods. Thus credits tended to show a decisive shift 
in favour of long-term accounts. Again an examination of the 
indices for “ investments ” and “ discounts, loans and advances" 
shows that the former increased relatively to the latter during 
recent years in the majority of countries, including Canada and 
the United States. Thus in the United States, the index for 
total discounts, loans and advances rose to 163 while that for 
securities and participations rose to 247. In Canada, the index 
for the former rose to 138 in 1929 while that for the latter rose 
to 286. The tables given below indicate illuminating trends 
for bauk credits to shift from shorter to longer-term accounts 
in recent years ^ : — . 


1913 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

U.S.A. : 

(c) 100 

87 

136 

124 

125 

134 

130 

141 

147 

104 

163 

(d)aoo 

90 . 

153 

169 

180 

193 

198 

206 

242 

261 

247 

Canada. : 

(c) 100, 

82 

. 100 

94 

92 

85 

89 

104 

117 

131 

138 

(d) 100 

165 

233 

213 

266 

319 

321 

303 

334 

435 

286 


■l ^emorandiun on Commercial fianhs (101B-S9), Loagne of Nations, Table V, p. 31, 
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Trance. : 


(a) 100 

70 

100 

98 

78 

65 

71 

79 

88 

106 

118 

(6) 100 

4a 

49 

42 

40 

45 

38 

42 

49 

73 

94 

(c) 100 

60 

80 

70 

62 

57 

58 

04 

72 

03 

109 

id) 100. 

30 

42 

41 

31 

29 

24 

2.5 

26 

25 

30 


(a) Discounts. 

(b) Loans and advances. 

(c) Total diseounti, loans and advances. 

(fl) Securities and participation. 

This change in the composition of hank' credits is noticeable 
in the case of almost all countries. The exceptions are few 
and unimportant. 

The parallelism between the movements of credits and 
deposits as brought out in the above tables, however rough, it 
may be, is a very striking phenomenon and can hardly be purely 
accidental. “ It would appear to reflect a change in the character 
of the operations of the commercial banks or a strengthening 
of tendencies previously at work in Europe at any rate. 
The hanks devoted less attention than formerly to discount 
credits and were to an increasing extent financing industry by 
direct advances or working funds either on current accounts or in 
the form of long-term loans.^ 

The continued increase of deposits in the case of the Gemian 
banks, it may be recalled, brought about a change in their 
character. They became more and more akin to deposit banks 
in pre-war England and America. The same factor, mz., the 
growth of deposits, altered the status of the commercial banks 
elsewhere in quite a different, nay, quite an opposite diiection. 

Reconstruction 0/ the Theory of Commercial BanJnng : 

This widespread drift of commercial banks into investment 
channels has naturally excited a great deal of comment m the 

> Memorandum on Commercml Banks 11920-33), Leagua of ^a^loas. 

1931, p. 7. 

3.3-1223B 
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present times. It has served to focus our attention on the sound 
principles of commercial banking in a manner which would never 
have been thought of before. It seems as if the entire basis 
upon which commercial banking theory was built were being 
shaken to its foundation. Conditions have changed so entirely 
since the War, and the incidence of the recent world-wide 
depression on industry has been so severe, that opinion is rapidly 
gaining ground for a reconstruction of the whole theory of com- 
mercial banking.^ The orthodox theory of commercial banking 
had been developed long before organised stock exchanges spread 
over the world. In those days the market for securities hardly 
existed and direct investments in them were practically immobi- 
lised : they were not convertible into cash at will or immediately. 
Under the circumstances the trade discount or the commercial 
bill was regarded as self-liquidating and definitely superior in 
point of liquidity to other types of bank loans. With the growth 
of recognised stock exchanges and the improvement and widening 
of the market for high-grade bonds, their unsaleable character 
has been removed and the whole question of bank liquidity ” 
has come to be viewed from an entirely new aspect. Marketable 
securities have begun to be considered, not unjustifiably, almost as 
liquid as, nay, even more liquid than, the customer’s ordinary 
paper. For the banks can immediately furnish themselves with 
cash by their sale whereas the customer’s paper can not be 
realised upon until the date of maturity. The meaning and 
nature of the concept of ‘ bank liquidity ” has thus undergone a 
remarkable change and the practice of commercial banks to 
invest in marketable securities and to make loans secured by 
them has rapidly developed.® 

* Cf. A. T. K. Graot, /I Study of the Caiiiial Market in Post-War Britain, 
p. 188, '* The banka ivill be well-bdTued to take a Tvider view and in one way or 

another to lend for longer periods \^’hen the; are satisGed that their clients arc aolrcnt. 
Certainly the danger of losing money throngh this type of lending might be less than the 
danger of depreciation on holdings cf long-term Government securities pnichasod at prices so 
high that they were returning around 3 per cent." 

^ Memorandum on Commercial Banks (1925.33), League of Nations, Ogneva, 
1934, p. 7. 
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The point point has been made that in normal times and 
only excepting a serious financial crisis, high-grade bonds having 
a wide and active market may be liquidated without extraordinary 
losses. The commercial banks may therefore increase their 
reserve ratio more quickly through the sale of bonds than through 
the liquidation of the customer’s paper. In times of emergency, 
however, the securities can be sold, it at all, at such heavy 
losses as to make liquidation impracticable. But it may be 
contended that, in a crisis, no paper is liquid.' 

It may indeed be argued that the desire to keep commercial 
banking assets liquid because the deposits are at call or at short 
notice is a survival of a state of affairs which has ceased to exist. 
Individual banks are no longer exposed, in the same sense as of 
old, to their depositors coming and asking them for cash. The 
method by which the public, if so willing, proceeds to withdraw 
savings from the bank has changed. As Mr. Robertson has 
observed, “At present if depositors want to withdraw savings 
from their bank, it does not take the form of asking for notes 
but of spending their money more rapidly.” ^ From the point of 
view of the banks as a whole nothing is withdrawn and there is 
practically no danger that anything will be withdrawn. 
“Though each individual deposit were payable on demand, the 
whole mass of deposits constitutes a mass of monetary obli- 
gations almost as fixed and immobile as the most stagnant type 
of banking asset. ’ ’ Industry is now obtaining its cun*ent finance 
from funds raised in the capital market and even more out of 
profits put to reserve. • Banks are, therefore, deprived of an 
important type of their business. In the circumstances a case 
for a change in the policy of commercial banks with reference 
to industry is being put forward in many quarters. Thus Mr 
A T K Grant in a recent publication, referring to the present 


1 - Sooial ABpectB of Commotcial Bwkiog Theory ’’-an artiole by F, A. Braaforfl. in 

the American Economic Recieui, June. 1933, p. 219. Vol I o 3 

2 Minutes o] Evidence. Committee on Fmonco and Xhaostry, Vol. I. p. 
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tendency of British hanks to remain holders of Government 
securities on a large scale, strongly urges them to reconsider 
their relations with industrial undertakings and the possibility 
of lending either directly or through associated financial enter- 
prises for longer periods than they are prepared to do at present.' 
The danger of losing through this type of lending will not he 
greater than the risk of depreciation on holdings of long-term 
Government securities. 

Merits of Mixed Banking : 

This drift of commercial banks into the investment field is not 
without its advantages to industry. The history of German bank- 
ing furnishes ample evidence as to how commercial hanks carried 
on industrial financing without serious risks and certainly not 
without success. Judged by results, the combination of banking 
functions has not also been unsuccessful in Denmark and Switzer- 
land. The deposit banks in Denmark have for a long time issued 
with success industrial shares and debentures and also made large 
loans against securities.^ As Mr. Whale has pointed out, “The 
industrialist is in contact with the bank through his ordinary 
banking connection in the investment market. The bank knows 
his business intimately ; it can help him with the capital he 
requires for its development either by undertaking an issue of 
shares and debentures immediately or by making an advance in 
anticipation of such an issue at a later date; it can advise even 
as to the outlook in the investment market ; and finally w'hen an 
issue is made, its influence with the investing public goes far to 
ensure the successful placing of the securities.” ® 

The mixed system of banking is not necessarily incompatible 
with sound banking. We do fully recognise that the primary 
duty of commercial banks is to look to the safety of the funds 


1 A. 1'. K. Giant, A Study oj the Capital MarJ:el in Post-War Britain. 

2 A. M. Allen, etc.. Commercial Banking Legislation and Control, p. 29. 

3 P. B. Whale, Lectures on English and Continental Banking (deliTeied March 26, 1931), 
iTournal of the Institute of Bankers, July, 1931, p. 387. 
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entrusted to them bj' the depositors. For that they have to keep 
their assets as liquid as possible. We are not for a moment 
suggesting the adoption by them of any policy that would lock 
up their short-term funds, the demand deposits, in long-term 
loans to industry. But the paid-up capital of the banks, their 
surplus funds and the lime and savings deposits represent 
resources which stand in a wholly different position from demand 
deposits ; these are not subject to repayment on call. If capital 
and reserves are relatively large in proportion to deposits, and if a 
considerable portion of the deposits constitutes time and savings 
deposits, a portion of these funds may perhaps be legitimately 
employed in the long-term financing of industry. Real savings 
deposits represent investment surpluses of individuals and may, 
therefore, be properly used for fixed capital investment purposes. 
But an essential preliminary condition to the pursuit of this 
course with safety is the complete legal segregation of the savings 
bank department of a commercial bank, having its own books 
and balance sheets and separate special assets to meet the claims 
of its depositors. A much more legal and actual differentiation is 
also called for between time and demand deposits than exists at 
present. The possibility of confusing the two accounts must 
definitely be precluded. Time deposits may be made subject to 
90 days’ notice and the right to require uotice should .be obli- 
gatory and not merely optional. They should also be restricted 
to pass book type accounts and limited in size to a certain maxi- 
mum. Only under such circumstances may the lime and savings 
deposits be employed for long-term financing transactions, always 
taking care that such funds are held absolutely in the soundest 
assets. 

The seriousness of risk's may be greatly reduced by the 
pursuit of a cautious and judicious policy of carefully selected 
investments and by working in Syndicates. Among industrial 
securities, high-grade bonds having a wide and active market 
may be chosen, and the principle of diversification of interests 
may be followed carefully. The machinery of valuation 
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must be highly improved to guard against defective valuation, 
when advances are made on security of block of industrial 
concerns. Eeal estate loans should, how'ever, be avoided 
as far as possible. They proved, it may be recalled, the 
weakest link in the recent American banking developments.’ 
There is a practice among certain banks of Europe to obtain funds 
for tbeir less liquid investments by issuing 3 to 5 year deben- 
tures. For instance, theL’Dnion de Banques Suisses in Switzer- 
land derives part of its working capital from the issue of its own 
bonds. The funds raised in this manner may also be legitimate- 
ly employed for industrial financing. 

Its Drawhaclts : 

At 'the same time it must be remembered that there are 
certain serious drawbacks of any such change in the policy of com- 
mercial banks. The investments of the resources of the banks in 
bonds and other securities is doubtless highly profitable in 
the years of prosperity and boom but in the years of depression 
when prices of securities depreciate, they find that a considerable 
portion of "their assets have not only become ‘'frozen” and un- 
realisable but that most of the value has disappeared. The 
deposit banks which had also become banques d’affaires found 
themselves in a hopelessly exposed position in the recent financial 
blizzard that swept from one end of the world to the other. The 
American banks, which had heavy commitments in the stock 
market either directly or through their investment affiliates, 
were seriously affected by the sharp fall in security prices. 
Dr. Goldschmidt has estimated that all told in the port- 
folios of commercial banks one-half to two billion dollars 
of securities became seriously endangered and even completely 
frozen in the recent crisis. Even at the minimum quotations of 
1932, losses on these holdings amounted to more than one billion 
dollars representing about 10 % of the capital and reserves of all 
commercial banks.’ The French and Japanese banks have also 

1 R. W. Goldsclimidl The Changing Shttcture 0 / American Banking, p. 105. 
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suffered tremendous losses owing to the pursuit of the same policy 
of heavy investments in industrial securities. In an earlier period 
(1920) the Swedish banks had to write off 700 million kronor 
.mainly on account of industrial debts.^ 

There is another serious risk attending such practice. 
The policy of long-term investments is apt to be frequently 
carried beyond the limits of prudence. The banks will then 
be placed in a hopelessly unliquid position. In France, very 
recently the Banque Nationale de Credit broke down owing 
to a policy of imprudently immobilizing a considerable portion 
of its capital in industry and not sufficien tly spreading out its 
risks.* At the same time it must be noticed that the other 
banques de depots w'hicli had taken necessary steps to strengthen 
the liquidity of their position at the first signal of the approach- 
ing financial crisis were not so badly affected. The disastrous 
consequences of imprudent management are also illustrated 
by the difficulties of the Austrian Creditanstalt which are 
directly traceable to its being inextricably involved in the 
fortunes of Austrian industry. The recent activities of the 
American banks in the stock and the real estate market clearly 
demonstrate where this policy of mixing functions may ultimate- 
ly lead the commercial banks. They fostered a spirit of specula- 
tion all over the economic structure which ultimately became 
“ an epidemic and one so virulent that none of the usual anti- 
toxins could stop its course until it had driven stock exchange 
quotations and real estate value to dizzy heights, placed several 
billions of very questionable home and foreign securities and 


1 “ Bankinp and Industry in Sweden "—an article by K. Weling Berger in The 
Timer Trade and Engineering Sap/ifemenl, Banking No., June SO, I92S, p. 

2 The Bank had mode large odrances to the Compioir Lyon Aleinond. I go in o 
diffienllica in September. 1931, and a run on tt began. The State had to 

a gnarantec fund, Early in 1932 it was decided to wind up the lOBt.lulioi and transfer 
buLss to a new company, the Banque National pour lo 

capital was guaranteed by a Syndicate including the Bank of Krance. the Credit 
Ljonnaia.etc.iTheNiaf«t./«i. Banking Sec.. Nov. 12, 1932. Also Memorandum on Com- 
tiiercial Banka 1023.83, (League of Nations), Geneva, 1931, p, 98. 
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lulled an increasing number of people into the illusion of paper 
riches and paper profits." ^ Banks in America rushed recklessly 
into the investment field. As a result many of them became 
hopelessly waterlogged with long-term bonds and real estate, 
loans which were absolutely unrealisable and had to shut their 
doors. Even Federal Reserve Banks could not render any 
assistance to the distressed institutions as their real estate 
holdings and bond portfolios were not eligible as a basis of loan 
with the Reserve Banks. In connection nith these bank 
failures some startling disclosures have been made as a result 
of Congressional investigation which show that various illegalities 
and excesses were committed by the more speculative banks 
and their numerous afiSliates. Affiliates, for instance, were very 
frequently employed by the banks to give their own stock an 
activity and popularity which they did not possess. Some 
entered into speculative commitments for the short or the long 
run, some financed stock operations of officers and directors of 
parent banks, others muddled in real estate operations and often 
manipulated the stock of the parent banks buying and selling 
and participating in pool operations." These activities are 
calculated to earn enormous profits so long as there is an upward 
tendency of the market but must end in losses as soon as the 
market falls. The panic of 1929 was " essentially a stock market 
convulsion ” produced by the speculative activities of the banks 
and their subsidiaries.* 

Recent Reaction — the Drive Against Mixed Banking : 

The American Banking Act of 1933 took a serious view of the 
speculative activities indulged by the banks and their affiliates. 
The American public’s fingers had been badly burnt and the whole 
development had come to be universally condemned. The Act 


1 B, W, Goldscliinidt, The Changing Structure of American Banhing, IfSS p. 86. 

* “ SpecnlaUre Activities of Americao Bankers”— an article by H. P, Willis in the 
Banker, Pebraaiy, 1931, p. 183, 
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appears to be vitally concerned with the dispersal of the menace 
of the banks' security affiliate; and a considerable portion of it 
has been occupied with this particular question.^ Under its 
provisions commercial banks must divest themselves of their 
interest in any investment affiliate and must shun all issuing and 
underwriting activities. The Act endeavoured to bring about 
a complete divorcement between commercial and investment 
banking not only by tabooing the security affiliates of the 
commercial banks, but also by providing measures which are 
designed to keep investment banking strictly within its legitimate 
province and restrain it from infringing ou commercial banking. 
Thus it was not only prescribed that after one yeir of the passage 
nf the Act no member bank might be affiliated with any institu- 
tion engaged principally in the issue, notation, underwriting, 
public sale, or distribution of stocks, bonds, debentures, notes or 
other securities ; but investment banks were also denied the 
right to receive deposits subject to cheque or to repayment on 
presentation of a pass book, certificate of deposit or other evidence 
of debt upon request of a depositor. Inter-locking directorates 
were declared unlawful and no officer of a member bank would 
be permitted to become' a manager, director or other officer of an 
investment house." The Banking Act of 1935 provided that the 
total amount of investment security of any one obligor held by a 
national bank should not exceed 10 per cent, of its capital and 

surplus.*' _ . I • 

The segregation of commercial banking from investment 

banking proper has not been peculiar to the United States alone. 
Indeed one of the most remarkable trends of commercial banking 
in the years after the erhsis has been the displacement of “mixed 
banking ” not only in countries where the functions, originally 


> Secs. 16,18,20,32 and 33. 

* " Tho Baobiog Act of 11)33 
PoUlieaJ Eeonmv, Decpnjber, 1B33. 

3 “ The Boukinc Act of 3935 ao 
Eeonomij, Becomber, 1935. 


3D article by B. B. WesferfiEld in the Joiinial of 
article by H. H, Preston in the /otimof of PoWicof 


14— 1223B 
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separate, became mixed up in the post-war years, but also in 
countries which have been the traditional homes of such bank- 
ing. In Germany, it will be recalled, recent legislation has 
definitely curbed the investment banking activities of the German 
banks. Under the German Credit Act of December 5 , 19c>4, 
stocks other than permanent participations, and bonds not admit- 
ted to German stock exchanges that are owned by a credit institu- 
tion shall not exceed a given percentage of its liabilities. Eeal 
estate holdings or permanent participations shall not also exceed 
the capital of such institution.^ In Belgium from 1st January, 
1936, all deposit banks, i.e., “those, whose business it is to 
accept funds at interest payable within two years ” have been 
prohibited from taking shares or participations in any commer- 
cial or industrial enterprise and those who were holding 
industrial securities were required to give them up before that 
date.® Swedish Banks which have played an important part in 
the provision of long- term industrial finance have been forbidden 
under the Bank Act of 1933 to acquire shares and lend on 
security except under certain specified conditions. In another 
country, Italy, where there was a banking tradition of long-term 
financing of industry, recent changes in banking strikingly 
illustrate the same tendency towards a complete separation of 
functions. The law of 1935 has prohibited the Argentine banks 
to hold for a period longer than two years after their purchase in- 
dustrial shares or debentures to an amount exceeding 10% of their 
capital and 25% of their surplus and to participate in industrial, 
commercial or agricultural enterprises of any type.® 

A survey of recent banking legislation in various countries 
discloses further an almost universal tendency to restrict owner- 
ship of real estate except bank premises. The case of Germany 
has already been mentioned. In Sweden banks may not acquire 

* Seo. 17 fl) and 12) — Fed. Besene Bulletin, Janaaiy. 1935, p. 33. 

* A, M. Allen, etc., Conwiercfal Banhing Legislation and Control, p. 86. 

3 Ibid,, pp. '27-28. 
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real estate except as a' result of foreclosure but must dispose of it 
as sooD' as possible. In Denmark oivnersbip of real estate other 
than bank premises has been restricted to 20°/o of tbe banks’ 
capital. In Italy all proposed purchases of real estate have to be 
submitted to tbe Bank Inspectorate.^ In America, no doubt, the 
terms on tvhich national banks can make real estate loans have 
been somewhat liberalised by the Banking Act of 1935. They 
have been permitted to lend against real estate for a period of 10 
years against a maximum of 5 years formerly and under certain 
conditions up to 60° /o of the estimated value of the property 
against 50% formerly. The aggregate amount of real estate 
loans to be made by national banks has also been increased from 
50°/o of their time and savings deposits or 25°/o of their capital 
and surplus to 60% of their time and savings deposits or 100°/o 
of their capital and surplus whichever is greater,® But this is 
against the main tenor of recent banking legislation. The disas- 
trous experience of American banks with such loans during the 
last boom does not certainly warrant such relaxation of law. 

Speaking in 1931, it was argued by Mr. P. B. Whale that 
the advantages of the mixed system to industry might perhaps 
be best secured without exposing the depositor to any greater 
risk than he ran under the British system by the association of a 
deposit bank with an affiliated financing and issuing institution.® 
It is needless to say that' the mixing up of the accounts of the 
two associated concerns should be scrupulously avoided. We 
have already noted tbe remarkable tendency on tbe part of 
American and French commercial banks to establish these sub- 
sidiary companies to carry on transactions hitherto considered to 
be outside the sphere of their activities. In Italy also the same 
kind of association of a commercial bank with an affiliated 


1 AUea Viii, etc., Commercial BanhngLeffi^ltition and Ccntrol, op , 

» -tS Baitg A^t or 1S35 -bo «tWe. 1, H. H. Prestoo in .he M olPoUUcal 
1931), Jetimal of the hulitute of Banhen, Jooe, 1981, p. 390. 
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fiaaaciflg iostitutioii has been achieved in another manner. In 
America and i’rance commercial banks established subsidiaries 
to carry on investment banking functions, while in Italy they 
are tending to shed their mixed banking character by forming 
affiliates to engage in industrial participations. When in 1930 
the Credito Italiano was merged with the Banca Nazionale di 
Credito, it was decided that the former should specialise in 
banking business [iroper and the latter in long-term industrial 

• financing.^ By another agreement the industrial investments 
of the Banca Commerciale Italiaua were taken over by a linancial 
company, viz., ihe Societa Finanziaria Industriale Italiana.® It 
may be recalled that the establishment of subsidiary companies 
has similarly tended to bring about a separation, and not 

• a fusion, of banking functions in G-ermany. When the credit 
banks swerved round once again to deposit banking on the lines 
of the pre-war English system, special inve.stment companies 
came to be established by .them.® Prof. Henry Olay addressing 
the Manchester Statistical Society in 1932 also suggested that 
British banks might consider the possibility of forming security 
affiliates on American lines for the purpose of providing long- 
term capital to British industry. The suggestion was warmly 
endorsed by the Economist, though the paper stressed the 
importance of studying closely the implications and consequences 
of the American system of security affiliates.^ But the inherent 
dangers in the operation of the security affiliates were clearly 
exposed during the inflationary period in America culminating 
in the stock-market crash of 1929, and we believe that their 
establishment is calculated to do more harm than good. 
Following the collapse, as already noted, further defects have 
been brought out in their plan of operation. The disastrous 
consequences of the speculative activities of the American banks’ 

I The Statist, International Banltihg Scelim, November 12, 1932, p. 701. 

* The Statist, 7tli and 11th November, 1931. 

® P. B. Whale, Joint-stock Banking in Germany, pp. 272-73. 

I The Eeonmnist, March 1 2 and April 30, 1932. 
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affiliates are still fresh in the public memory and must be taken 
into account when recommending their formation by the com- 
mercial banks of any country. The manner in which they 
entered into an orgy of speculation and involved the parent hanks 
in enormous losses shattered all confidence in American banking. 
For all these reasons we hesitate to make any recommendation 
for adopting a similar policy of establishing security affiliates by 
commercial banks. We have no doubt that neither Prof. Clay 
nor Mr. Whale would ever have approved of the establishment of 
security affiliates if they were speaking in 1933 after the -nuld 
and nefarious activities of the American subsidiaries had been 
exposed to the full blaze of publicity as a result of Cougressiom ’ 
investigation. 
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Problems of Indosthial Finance in India : 

Banks and Other Factors in Indian 
Industrial Financing 

The relatiousbip between banks and industry having been 
examined, an analysis of the main problems of industrial finance 
in India may now be attempted. The pr incipal agenci es for the 
supply of industrial finance in the country are^ (1) Jo int-sto ck 
banks, (2) Ma naging Ag ents, (3) The State, (4) L ocal ban ks 
and Loan offices, (5) Indigenous bankers and money lenders. 
De posits from the pu blic also fonn~an important source of finance 
i n the cotton mill indus try in some centres. Among all these 
factors, the Managing Agents play the most important part and 
constitute a unique feature of India’s business organisation. 
With the passage of the State-Aid to Industries Acts in the 
various provinces in the country, the State is also taking an 
increasing interest in the financing of the industries of India. 
A detailed examination of the managing agency system in all its 
aspects will be made in the next chapter. A study of the 
part played by the State in the provision of industrial finance 
and an analysis of the working of the Stale-Aid to Industries 
Acts in the different provinces of the country will be made in a 
subsequent chapter. A review of the recent activities of the 
State elsewhere in the same direction will form an interesting 
and useful background for such a study and will also be 
attempted later on. The present chapter will be devoted to an 
examination of the main problems of industrial finance in Indi a 
and the nart nlaved by the banks and other facto rs in provid- 
ing it. 
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I d the western countri es the qu estion of providing ini tial 
capi tal and that for extension and reorganisation of industry h as 
assumed in recent years_j inDoiianl.propoptions. and the p roblen a 
of fu rnishing working cap ital to industry is o nl.y subordinate t o 
tjjpt. The demand for short-term industrial credit has been met 
there fairly adequately and cheaply. The complaint on the part 
of industry is chiefly about long-dated capital. B ut the proble m 
of ind us trial finance in I ndia is not limited to the provision of 
lo ng-term capital alo ne. Th e insufficiencv of working cimt al 
an d the high cost of such as is available are an importa nt 
ele ment in the problem of industrial finance h ere. While the 
attention of wstprn countries to-day has been principally 
directed towards solving the problem of long-term industrial 
finance, Indi a is concerned with the question of both short and 
long- term financial fac ilities for her industries. 

I ndian industry has to labour under specially gre at diffi- 
cult ieslo raise, its i^e quisite long-term finances, whether for initial 
capital expenditure on land, hiachinery and buildings or for 
development, extension and reorganisation. The In dian inve st- 
ing public are proverbially shy and are re luctant to make dir ect 
iD vestnJe nls in industry. 'Lagd constitutes perhaps the most 
attractive field for investments in India. E ven those who s eek 
oth er avenues of investments show a remarkable preference fo r 
go vernment seen ri li es .JUiUlicipal and port-trust loans and post al 
cash certificates, rather than for industrial shares and debentu ies. 

The ba nking system is modelled closely on the lines of th e 
pre -war English deposit banking which has a long tradition of 
maintaining an attitude of aloofness I ro m infiustry ; and as suc h 
it is not aTall equipped for the provision of long-term fmanc^ to 
industryT She has not the continental system of banking 
organisation nor does she possess the issue bouses of Bnglanc 
or the investment banks of the United States of America. 

Industries in India are unable to have their shares and deben- 

1 Rep;>rt olfie mun Central Rankin)! Knqul-y Committee, Vol. I, Pott I, p. <33. 
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tures underwritten as is commonly done in the West. One or 
two wealthy financiers or firms of broker.? may have occasioiially 
underwritten the shaves of some industrial companies. But 
there are no firms or groups of capitalists who make a regular 
business of underwriting industrial securities. There have even 
been instances in recent years where the promoters of certain 
public utility companies failed to get their issues underwritten 
on any terms.* I nsurance compan ies nro la i:ge institution al 
inv estors of indust rial-finane.e-else'uihere. In Japan .and the 
Unit ed Sta tes particularly they have played an important part in 
the provision of long-term finance by investing in mortgages on 
real estate and on factorie.? as well as in industrial securities. 
The table given below showing the inve.stments of insurance 
companies in Japan illustrates the various ways in which they 
have furnished this long-term finance * : — 

Year, No of MortpaRcs on Morlpagta on 

. Toauranco Cos. real e>ta(o. factories. 

(In fhoiisandt of Yen) 

1032.33 ... 80 82,070 118,838 


Loans on sccnritics. 
220,118 


Stocks. Delfcntores. 

332.170 482,828 


The investments in the National and Local Bonds were 
only *212,727,000 yen. In the United States the funds of life 
insurance companies are frequently placed in mortgages and 
unlisted securities which are not particularly marketable but 
which afford a good yield.® In E nglan d also the distribution of 
insurance companies’ investments (193-1) shows that between a 
quarter and a third of their funds are in the form of securities 
in railway companies and industrial enterprises. The tendency 
towards an increased holding of industrial securities has mani- 
fested itself since 1920 and has been accentuated in recent years.* 


^ Replies to D special queationDaire, Calcutta Stock E.TcbBiico AaaocialioD, Ltd.— Indian 
Central Banking Engnir; Coinmiticc, Vol. II, p. C83. 

2 Thirty-fourtb Financial and Economic Annual of Japan, 1934, pp. IIQ-IS. 

^ C. P. Biddle and O. E. Bates, inresiment Banking, pp. ll-ia. 

< A. T. K. Grant, A SUidti of iht CapiloJ Market in Post-War BrilainXiQ31), pp. 189-90, 
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I n India, oa tlie other band, insurance companies have alwavspu t 
th e bulk of tneir funds in government or semi-government secur i- 
ti es and have generally avoided industrial securities and reni Rsfintp. 
m ortgages . It is only in recent years that they have been taking 
an interest in the hitter and the percentages of their investment in 
shares in Indian companies and mortgages on property have been 
increasing. But the majority of insurance companies in India 
have .very little to do outside government, port-trust and munici- 
pal securities, and 70%^ of their asssts are still invested in them.^ 
Under the provisions of Sec. 37 (1) of the recent Indian Insur- 
ance Act,* the insurance companies of our country will be 
compelled to invest S5 per cent, of their liabilities to holders of 
life insurance policies in government and government-approved 
securities. It will reverse whatever tendency they may have 
shown in recent times to function as providers of long-term 
capital for industry. 


Meifiads of Raising Fixed Capital for Indian Industry : . 

The financing of fixed capital expenditure of industry is, 
as elsewhere, sought to he done out of paid-up share capital. 
The hulk of this paid-up capital is ordinary or common stock. 
Preference shares have been issued in some cases but they are 
not verypopifiar in India. It appears that jnt^Us have jrelied 
more than the cotton mills on this source of financing. Out of 
the 59 jute mills given in the Investors’ India Tear Book 
(1938-39) as many as 52 issued preference shares. The amoun 
of capital rtisea by means of preference shares fonned nearly 
34% of the fetal capital of the mills. Only 25Mton^lls ont 
of®) oaoted issued preference shares arooiinting to “Vi “t ™ 
total pid-np capital. In the teUnduslry out of »mpmes 
only 25 issned preference shares amounting to Ha. 76,86,000 


. 

in mortgageB, Tha percentagBS in 1936 rose to o 4 

Calcuila Bevieu) June 1989* p. 228.^ 

> The Indian Insuraaee Act, 193S, Bw. 27 U). 


16-1223B 
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while their ordinary shares were valued at Es. 4,82,11,400 and 
the preference shares, therefore, formed only 14% of the total 
capital.^ Of the 28 s ugar comp anies whose shares are quoted in 
the Calcutta Slock Exchange only seven have issued preference 
shares (amounting to 8'2^ of the total capital). In the iron 
and ste el ind ustry, the T ata Iron and Steel Co., Ltd., is a 
reniarkable exception in that it has raised 70% of its share 
capital by means of preference shares, " 

As regards deb enture fin ance, it is also Interesting to note 
that un like Europea n cniintde.s._industries_jn , India have no t 
been able to resort to this form of finance to an y very great 
extent. Debentures liave always constituted an important source 
out of which industrial concerns in western countries have 
derived the necessary funds for meeting capital shortage in block 
or the expenditure for extensions and replacements or even normal 
working expenses. In India, in some cases, extensions and 
replacements of plant and machinery have no doubt been financed 
by tbe issue of debentures. But they are, as a rule, limited in 
vogue and constitute here a very small proportion of the total share 
capital of industrial enterprises. The following table brings out 
in striking fashion the insignificant ])arl jilayed by debentures in 
industrial financing in India " : — 

Joint- stock Compantca Joint-Stock CwnpanifS 

, in Calcutta list. in Bomba}- list. 

Share Capital ... Es. 70‘37 crores Es. ,'32'83 crores. 

Debentures ... ,, 8*65 ,, „ 17 ‘d1 „ 

Out of 69 jute mills quoted in tbe Investors’ Tiidia Year Book 19 
had debenture capital and tbe percentage of debenture to total 
capital was 10. Out of GO cotton mills quoted only 16 issued 
debentures which represented 15*6% of the total share capital. 
In the tea industry debentures formed 4% only of the share 
capital. In the sugar industry tbe proportion of debenture to 
paid-up capital is higher than in any of the above industries, 
it is 22’9% of the total capital. 

^ Inveslors' India Tear Book, Place, Siddona & Oonijli, 1933-30. 

“ Indian Central Banking Bnqniry CommiUce, Vol. I, Part 11 (Minorilj Beporl), p. 335. 
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^ The r ej^tive i nsignificapce of debenture capital in India is 
du e to ajrariety of rea sons. Mr. (now Sir) K. M. Macdonald, the 
Managing Gwernor of the Emperial Bank, made the point before 
the Indian Central Banking Enquiry Committee that debentures 
were not a popular method of investment with Indians, because 

most ^of the Indian inve stors had an attraction for speculation. 

favourite consideration with them ^s capital ap^ation 
rather than steady yield. Debentures, as a rule, offered little 
prospects for capital appreciation and therefore proved unattractive 
to them. ^ Th ere may be a class of speculative investors who se 
onIy_ considerati p n. is_caPital apprpi>iafa'ftp - W i a not, t.b p. 
enlj ire explanation of the unnopularity of debe ntures. It does no t 
ex plain the enormous amount invested by the IndiafTpublic in 
gove^ment securities, postal casii certificates and municipal and 
port ^rust lo ans. The prospect ot appreciation in "value of 7uch 
securities is not at all large, yet they attract a considerable num- 
ber of investors. The unlikelihood of capital appreciation does 
not count much. I t is the nature of the security offered whic h 
cqnnis. When the security is satisfactory and the yield is suffi- 
ciently attractive, the public will subscribe readily. In Calcutta, 
jute mill debentures have proved an attractive field for investment. 
Jute mills have been here able to issue debentures at rates almost 
as cheap as those for government loans. The rate current for 
jute mill debentures in 1929 was 5^%- which was only one-tenth 
per cent, higher than the rate payable by the Government of India 
for its loans and nearly cheaper than the rate paid by the 
Bombay Municipality.® Sound jute mill debentures have often 
commanded a price which gives an even smaller return than is 
available in some government securities. The debenture issues of 
jute mill companies even under Indian managing agents, such as 
those of the Hukumohand Jute Mills and of the Birla JuleManufac- 


1 SUtement of Evidence of Mr. K. M. Macdoneld, Indian Central Banking Enquiry 
Oammitteo, Vol. n. p. 226. 

® Tile Capilal, lOth Septeujbor, 1929. 
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turing Co., have been sold without much difficulty. Debentures 
of tea companies are also sought after in Calcutta.^ Debentures 
of cotton mills have not, however, been so popular a method of 
investment in Bombay. This is entirely due to the low state 
into which the industry fell in recent years. Until the prospects 
of Bombay mills waned, debentures were even more current than 
in Calcutta.^ 

The payment of i nitial stamp duty has often been considered 
to be a_ cause of the unpopularity of debentures. In addition to 
the usual interest, the industrial company issuing debentures has 
to pay the initial legal and stamp charges (f % plus charges for ' 
registration) and also an underwriting commission varying from 
2 to •')%'. But the question of initial stamp duty has hardly any 
bearing on the popularity or otherwise of industrial debentures. 
No stamp duty has to be paid on debentures by the purchaser 
unless they are in registered form, of which there are not more 
than about half a dozen in Calcutta. The stamp duty in that 
case is the same as for share transfers." 

The t rue reasons for the unpopulari ty of debentures must be 
sought elsewhere. In the first place, there are no issue liouses j n 
India to help the debenture iss ues. There are no institutional- 
in vestors which could take up the debenture issues of various 
industrial companies. The I mperial Bank of India Act of 1920 
did not nermit.the Bank, to hold them , although that restriction 
has recently been removed gn the establishment of the Keserve 
Bank and the consequent passing of the Imperial Bank of India 
(Amendment) Act, 1934.'* The other joint-stock banks do not 
take tot bem as there is not ahvavs a ready market for th eir 


1 Evidence of Esebango Bankers’ Association, Indian Central Banking Enquiry 
Cominiltee, Vol. Ill, p. 838. 

2 Statement of Evidence uf Mr. F. E. Dinsbaw, Indian Central Banking Enquiry 
Committee, Vol. II, p, d5G. 

3 Calcutta Stock Exchange Association : Replies to a special questionnairo, — ^Indian 
Central Banking Enquiry Committee, Vol, U, p. liSS. 

* Sec. 15 tn of the Imperial Bank of India (Amendment) Act, 103d. 
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disposal. The size of most of t})f» flp heoturps is small and the y 
ar e^ta keg up alm ost eptirely ^ by a limited group of fiaanci ers.' 
The majority of the debentures issued by cotton mills in Bombay 
were taken u}) by I ndian _pri nccs and wealth}^ merchants. An 
issue of debentures worth Bs. 25 lakhs by the' Siinplex Mills was 
entirely held by the Chartered Banlc.^ Under the circumstances 
no real market is created for the issues. The debentures of the 
Tata Iron and Steel Company and of the Tata Hydro-Electric 
Company are two of the few exceptions whore they have a regular 
market. 

The at titudc_of the banks bas -KErha ps been most resp onsible 
for tiifljLnpopiiJantAi-of---deb entures j i^ a method of iii^trial 
financing in the country. The proc^dlngs of the Indian 
Central Banking Enquiry Committee proved beyond the 
shadow of doubt tliat industrial concerns which had issued 
debentures were not looked upon with favour by the banks. 
Their credit with the banks become impaired and they found it 
difficult to secure bank loans and cash credits on the usual terms; 
It mu.st be a very narrow view, as Dr. Jeidels observed, that 
simply because a concern was not exclusively financed by its 
share capital, it was not eligible for banking accommodation.® 

In the western countries there are noticeable, in recent 
yeans, two unmistakable trends in industrial financing. During 
the period 1925-31 preference shares gained increasing popularity 
among investors in the West. There was an almost universal 
tendency among the public to invest their savings in preferred 
rather than in ordinary shares which have to carry the full 
risks of the industry. The composition of the shaie capital 
of business corporations accordingly underwent a remarkable 
change. In the United States, preference stocks formed in 1929 
24’1% of common stocks while they had formed only 22'7% 

’ Evideacc o{ Hr. A. D. SbroiT, Indian Ceniral Bankini; Engair; Committee, Vol. HI, 

p, 200. 

® DtscuttfOM with Foreign Experts, Indies Coofrel Banking Enquiry Dommittce, 
Vol. IV, p. 163. 
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in 1924. Similarly in the United Kingdom, the percentage of 
preferred to ordinary capital rose from 56’ 5% in 1924 to 58’4% 
in 1929.^ This relative increase in preference shares was partly 
the outcome of the prevailing economic conditions of a disturbed 
period which increased the general insecurity of business' 
enterprises. Investors were generally unwilling to face the 
full risks which the holding of ordinary shares must imply 
and were guided by considerations of “ safety ” rather than 
of “ yield.” But “ the tendency is also partly the result of an 
increase in the number of small share-holders and in the amounts 
of capital accumulated by financial institutions such as insurance 
companies owing to widely dispersed small savings.” 

There was also a general tendency among capital importing 
countries in the West for debentures of business corporations to 
increase in relation to owned capital. In Germany, for instance,, 
the proportion of debt obligations to capital increased between; 
1925 and 1929 from 57’!^ to 84’2^ and in Hungary between 
1927 and 1929 from 78*1% to 99’2%. Even in the case of the 
capital exporting countries the absolute, though not the relative, 
amount of indebtedness increased substantially as in the case of 
the United States or was well maintained at practically the same 
level as in that of the United Kingdom." When the boom came 
to an end in 1929, industry in general had to carry a much 
heavier load of debt than in the preceding years of prosperity; 
The earnings rapidly shrank in the depression years but the 
fixed charges upon this debt remained as a heavy burden upon 
industry and took a big slice out of the diminishing profits. 
The capital invested in equities may be deprived of its dividends 
but the debt charges have to be paid at all costs to avoid the 
risks of default. 

It would be interesting to contrast these recent trends in the : 
industrial financing of western countries with the position in 


1 The World JSconoinie Siirvei/ (League of Nations), 1032*83, p. 110. 
Ibid., pp. 13S-S9. 
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India. It is unfortunate that figures for ordinary and preference 
capita] and for debentures of Indian joint-stock companies are 
not available separately. The percentage of preferred to ordinary 
stocks and that of debentures to paid-up capital in the case of 
•business corporations as a whole cannot, therefore, be arrived at.^ 
But from a study of the position in the case of some representa- 
tive industries such as cotton, jute, tea and sugar, there appears 
to 'be no evidence that the proportion has increased either in the 
case of preference shares or in that of debentures. In the case of 
the tea industry, for instance, for which detailed figures are 
available, tiie position in regard to debentures and preference 
shares is ns follows ; — 


For the year 

Prof. Shares. 

Ord. Shares. 

Debenture", 

3925 

23,20,000 

2,58,30,000 

8,29,0C0 

192G 

25,20.000 

2,59,46,150 

6,30,000 

1927 

25,20,000 

2,60,58,150 

6,00,000 

1928 

25,20,000 

2,61,08,150 

5,65.500 

1929 

25,20.000 

2,67,48,150 

4,03,500 

1930 

25,20,000 

2,56,48,150 

4,63,500 


The amount of preference shares has remained constant while 
debentures have declined relatively to total capital. A well- 
known firm of stock and share brokers in Calcutta has also 
informed the writer that the trends observed in the case of 
western countries during 1925-31 have not been noticeable in 
India. There has been here no tendency to construct companies 
with a relatively large proportion of debentures, although there 
have been notable exceptions in connection with one or two 

1 The writer opproBcliod the Diieotor-Gencr#l of Commercial Inlalligence and Statiatica, 
GovcrDmcnl of India, for the ncccsaary figures but in a letter, dated the 9th September, 1935, 
he regretted that the fiijurca were not available. 

S Source ; Messrs. Flnce, Siddona and Qougb. Stock and Share Drokera, Oalculta in 
their letter to the writer, dated the Cth February, 1036, 
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sugnr companies which liavc been conslruclet] wi(h an unduh- 
heavy proportion of debenture capital. 

In India, the a bsence of anv tendency for debentu re.^ in 
grow in relation to owned capital li as relieved industrial en lr-r- 
pr iscs of the same depressing influence upon their profit s that 
w as noticeable in western countries during the depression 
period. In the case of the few .su gar compa nies which were 
constructed with an unduly heavy proportion of debentures', it 
has been observed, especially since the imposition of (he new 
excise duty, that estimated profits have not materialised and they 
now find themselves loaded with debentures for which it is 
difficult to provide the interest.' 

Problems of Long-Term Industrial Finance : 

The difficulties of obtaining initial capital for industry, 
though no doubt very great in the present circumstances of India, 
have been perhaps over-stressed. Industries floated on sound 
lines and showing reasonable prospects of success Iiave not been • 
unable to secure the financial support of the investing public. 
This view is endorsed by the evidences of the Bengal Chamber of 
Commerce,* the Exchange Banks Association ® and tlie Imperial 
Bank of India' before the Indian Central' Banking Enquiry 
Committee. It is further supported liy the recent representa- 
tions of the Bombay Shareholders’ Association before the 
Government of India regarding amendment of the Indian 
Companies Act.° The larger industrial undertakings, specially 
those un der the management of we ll-known firms of inanag- 
mg_jigents, have hardly cxperienccT^iy difliculty inraising 
the necessary amount of their share capital. The imprimatur 
of managing agents has not always been necessary. Tlic 

^ Letter to tlie writer from McsiirB Flncc, Siditons mid Goupli, op. (ft. 

^ Indian Central Banhing Enquiry Committee, Vol. II. p. '173. 

3 Ilfd., Vol.n,p.62r.. 

* J6)d, Vol.I,PnrtI,p,2G8. 

t Indian Companies Act : Case for .dniendnienf, p. 2. 
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Dha keswari Cottop M ill wbich is not ander the system of 
ma naging ag ents experienced no difficulty in raising the 
whole of its share capita].\_ In the case of the pr otecte d 
ind ustries like sugar and maj dies there has also been no lack of 
interest on the part of the investing public and in several instances 
the share capital has been wholly taken up within a short period 
of its issue. In dustries which have offered high rates of 
d ^iden ds have not failed to attract investors and in the tea 
industryj^ we have the testimony of a well-known tea magnate, 
shares were often oversubscribed.* During the boom periods, 
it is well-knowDj the activities of the Indian public in the stock 
market were even as great as those of any other public in the 
stock markets of any other country. In the hectic years of the 
post-war boom enormous funds were freely invested in industry 
as will be evident from the figures given) below, showing the net 
capital invested in ioint-stock companies during 1920-21 and 
1921-22 ® 

Es. 

1920- 21 — 11' 2 crores. 

1921- 22 — 66'1 crores. 

A good proposition has seldom lacked the support of the investing! 
public. Whenever the investors regard in their own way that a' 
concern is likely to be successful and promising, funds have 
flown freely. The jute, cotton, tea and coal companies which 
could give some assurance of success have always attracted the 
investors. Even in the case of a pioneering enterprise as the j 
steel industry, the public have not failed to respond. It is 1 
indeed smprising that the Indian public have still been coming 
forward with their purse, although they have been subjected to 
severe losses owing to the numerous liquidations of joint-stock 

1 Indian TariBBoara, 1981 : Endence of Mr. A. B.Gnha, Managiog Director. The 

cament companies also were able to raise tbeir capiteJ without the help of managing agents. 

2 Evidence of Mr. (now Dr.) Bahman, Bengal Provincial Banting Enquiry Committee, 

3 Indian Central Banking Enquiry Committee, Vol. I, Part I, p, 800, 

IG— 1923B 
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companies in the post-war slump and the enormous bank failures 
of 1913-17. 

There is no doubt that ' b usiness outside the usual lin es, 
untried and untested, has n o attract ion fm- .tlip. inypistinir pnhiip.^ 
but this is true not only of India but also of every other country. 
The p roblem of raising initial capital is tyidvr aontp in tliR finap of 
s maller connerus in the larger industri es and iji.the. m ediuin-siz ed 
an d smaller businesses gen erally. Such enterprises have, it has 
already been noted, felt severe handicaps in raising their initial 
capita] elsewhere where the capital market is highly organised. 
They must experience uncommon difficulties in India where the 
capital market is not organised at all and issue houses and 
underwriting firms are conspicuous by their absence. Eice 
mills, soap factories, collieries, oil mills, hosieries and a host of 
similar medium-sized and smaller enterprises are unable to 
obtain the necessary initial finances for meeting the fixed capital 
expenditure on purchase of land, installation of machinery and 
erection of factory buildings. If they are run on individual 
proprietary basis, the limits of the personal investments of the 
owners are quickly reached. Even when they are owned and 
managed by joint-stock companies, they do not fare better in the 
matter of securing the initial capital. Generally speaking, the 
realisations from their share flotations fail to meet' their 
requirements* for fixed capital expenditure. ^ • 

Problems of long-term industrial finance, however, are not 
confined to the raising of inital capital by means of share 
flotations. A more important group of problems is con nected 
wi th the question of obtaining fairly long-term financial facili ties 
du ring the development period of a busines s. The amount that 
is realised by the selling of shares is soon exhausted in acquiring 
the land^ setting up the factory, installing the machinery and 
providing other equipments. The concern is faced with the 
acute problem of finding the requisite funds to develop and carry 

^ atatemeDt of Eridence of the Bengal Nadonal Chamber of Commetoei Indian 
Antral Banking Enquiry Committee, Vol. H, p. 481. 
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on the business, till it becomes a paying proposition. In some 
industries several years might elapse before the concern is able 
to come to this stage. A reference to tea gardens finance in 
Bengal and Assam brings into clear relief the difficulties 
experienced by Indian industries generally to obtain the necessary 
long-term finances during the development period. By its very 
nature the tea industry requires considerable initial capital 
expenditure. A garden to be worked economically should have 
an average size of at least 500 acres. The acquisition of land 
costs nearly a lakh of rupees. The expenditure on account of 
machinery runs to another lakh. There is further expenditure 
to be met for construction of roads and bridges and for building 
bungalows for managers and quarters for labourers. Besides all 
this expenditure, a considerable amount has to be incurred for 
opening out and carrying on an estate before it becomes a paying 
proposition. The garden begins to yield crops from the fourth 
year and becomes a paying proposition in at least the sixth or 
seventh year. The cost of opening out a garden has been 
estimated to be between Ks. 1,600 and Bs. 3,000 per planted 
acre. ^ Besides the three and half lakhs required for meeting the 
initial fixed capital expenditure an almost equal amount has to be 
incurred without any return during the development period. It has 
been found by experience that an Indian tea company is generally 
able to raise about 3 lakhs of rupees by floating shares and 
hence the subscribed capital does not provide more than 50% of 
the entire amount required. ” The funds obtained from this 
source are exhausted in the course of two or three years in 
purchasing land and machinery and erecting buildings. Soon 
the gardens have to seek finance from outside sources to meet 
the expenses of the development period. A legal and equitable 
mortgage of the property, garden and machinery has to be 


1 Evidence of Mr. E. B. Roffey.— Prooeedinga of the Assam Provincisl BankiDg 

Enqniiv Committee, Vol. H, p. 262. r n t i 

* Evidence of Bepresentativea of Indian Tea PJanters’ Aasocjafjon. InAen Centrai 


Banking Enquiry Committee, Vol. III.PP. 676-76, 
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executed and the loans are raised on this mortgage from loan 
oiBces, Marwari merchants and other money-lenders for a period 
of 7 to 10 years.’ The rate of interest varies from 12 to 21% in 
the case of advances from indigenous bankers and money-lenders 
and is a little lower (varying from 9 to 12%) in the case of those 
from loan offices or local banks.® In Assam the interest charged 
by the local Kyah firms for such advances is 1 2% No joint-stock 
bank will ordinarily lend against the mortgage of such property. 
There is also no other organisation which can make advances 
for a fairly long-term on the security of the fixed assets of 
industry. U nder the circumstances the rates of interest are 
u nduly high and_the guarante e of the mnnnging ngpnfg_nr 
di rectors is to be given in add ition. A Avorfcjealure is that 
l oans even on such terms are not available readil y to J.he 
b orrow ers. The newly established concerns become sorely 
handicapped and are compelled in many cases to cut down their 
development programmes. Mr. E. S. Eoffey, who had extensive 
experience of tea gardens finance, rightly observed that the 
most difficult and worrying business with the opening out of a 
tea estate was the question of obtaining the necessary finance 
thereof. 

The s ame difficulties of obtaining the necessary finan ces 
du ring the development period .nre found in n greater degreej n 
t he case of the medium and RTnnllw siVpiI hnginpggoa where, as 
already noted, the realisations from share capital are too slender 
to meet even the initial fixed capital expenditure. Their depen- 
''dence on outside sources is even more pronounced. The 
necessary loans are obtained as usual from in digennns bank ers 
at exorbitant rates of interest against the mortgage of real 


^ Evidence of Reprcecnlativce of Indian Tea Plantcra' Asaociation, Indian Central 
Banting Enquiry Committee, Vol. Ill, pp. 676-70. • Also Letter from the Secretaiy, Indian 
Tea Planters’ Association, Indian Central Banking Enquiry Committee, Vol. n, p. 058. 

2 Bengal Provincial Banking Enquiry Committee, p. 120. 
a Assam Provincial Banking Enquiry Committee, Vol. II, p. 262. 
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property plus the persoDal guarantee of directors or managing 
agents. Bates vary from 12 to 18% while 24 to 30% have also 
been known. All this money for development though avowedly 
for the purpose of block investment is obtainable only on 
hundies.^ 

Not only is there this problem of finding the necessary 
finances for newly established concerns during the period of 
development but the re is the question of obtaining for th e 
est ablished conceru H thft napital rggiyro/i eyferiRinn. modernis a- 
ti on and replacement of machin ery. How seriously the lack of 
such capital is acting as a drag on Indian industry can be well 
illustrated by a reference to the position in the cotton mill 
industry of Bombay. Cotton mills require in many instances 
long-dated capital to enlarge the scale of operation and for 
installations of new plant and machinery, such as for combing 
and finishing, for mercerising, for loom widening and so on. 
To increase production and reduce cost, the replacement of old 
plant and the introduction of new methods and systems of 
manufacture are urgently called for. Without these innovations 
and additions the import trade in important varieties of goods 
cannot be captured. But the resources of the mills are hope- 
lessly inadequate to finance the development of industry along 
these lines,* 

Perhaps the moat important problem of long-term Industri al 
fi nance relates to the question of finding the requisite funds fo r 
ca rrying on the rationalisation of Indian industry . During the 
last few years the movement for I’ationalisation has gathered 
considerable force in the industrial countries of the world. 
Important and far-reaching schemes have been adopted in various 
countries, Germany, Italy, Japan, Great Britain and the United 


1 Statement of Evidence by the Beoeal Notional Chamber of Commeree, Indian Central 

Banking Enqniiy Committee, Vol. II, p. 504. 

* Bepreeentation of the Bombay Millownere’ Association to the Tariff Board (Cotton 

Textile Indnstiy), 1030. 
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States, to reorganise some of the larger industries such as iron 
and steel, cotton, coal, wool, etc. The wide variety of inte r- 
n ational competition and the incidence of the recent unurenedentp il 
d epression have made it urgent for almost every hr.innh . nf 
in dustry to adopt some kind of reorganisat ion. Eationalisation 
■ for some of the major and important industries in India is also 
urgently called for. In the j^e, cotton, cei^nt, sugar, steel 
and coal industries, the nr oblem has become specially imnorta nt. 
The financing of any scheme of reorganisation and amalgamation 
will require enormous funds. The failure of the recent ambitious 
scheme of rationalisation in the Bombay mill industi-y well 
illustrates the difficulties of raising the necessary funds for 
financing such schemes. In 1931 a merger of over 30 mills was 
lontemplated. A merger committee was formed and the 
Finance Member of the Government of India and the Imperial 
Bank of India were approached. Informal negotiations took 
place to find out the amount of assistance that would he forth- 
coming in carrying out the idea. But unfortunately the merger 
plan had to be abandoned because the difficulties of obtaining 
the considerable amount of the necessary finance u'crc found to 
be specially great.^ It is only to be hoped that the considerable 
amounts of money necessary to finance merger schemes in other ' 
industries will be found and that they will not meet with the 
same fate as that of the Bombay mill industry. 

Indian Banks and the Financing oj Indnstrics : 

The main problems of long-term industrial finance in India 
having been analysed, an examination may now be made of the 
p art played bv the banking system of the country in the financing 
of its industries. The re has been for a long time an un der- 
cur rent of feeling that the Indian banks are reluctant to furni sh 
‘ finance for fixed capital expenditure . of-industrY. Not only 


^ ' Bepreeentation of tlie Eotnbn; Slillowucrs'. AsEodnticn, lodian TariO Board (Cotton 
Textile Induatij), 1932, p. 23, 
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before the Indian Industrial Commission of 1916, but also 
before the Central and Provincial Banking Enquiry Committees, 
a considerable number of .witnesses made the point that the 
relations of Indian banks to Indian industry were far from 
satisfactory in this respect. This criticism of the attitude 
of the Indian banks towards industry has been fostered to a great 
extent by the prevailing misconceptions as to the true nature 
and functions of the German banks. 

The Indian banking system consists of the Bese rve B ank, 
the Impjgiial Bank, the Joint-Stock Banks and the Exchange 
Banks. The Beserve Bank of India is a true Central Bank’ 
and as such will operate under the usual network of restrictions 
to which central banking institutions are subject. It can have 
no interest in or close relationship with industry. The Imperial 
Bank of India, the biggest joint-stock bank in the country, was 
debarred by the Act of 1920 from granting loans for a longer 
period than six months. With the establishment of the Beserve 
Bank of India and the consequent removal of its character 
as a Central Bank, it has been freed from some of the restric- 
tions that had previously existed on its business but even now 
it cannot make any loan or advance for a longer period except 
in certain special cases when the maximum is nine months 
■ only.^ It cannot also lend upon mortgage or in any other 
manner upon the security of any immovable property except in 
the case of estates under the charge of courts of wards.® The 
other Indian joint-stock banks are essentially commercial banks 
and are not equipped for the task of providing long-term industrial 
finance. The share of the Exchange banks in industrial 
financing is practically nil. They are founded and controlled 
by foreigners and they cannot possibly have any interest in 
the indigenous industries. Whatever part is played by the 
banking system of India in the sphere of industrial financing 


» ThelmperialBaDkoflndiaCAmendaunti Act, 1934, S. 12(2). 

J SBe Schedule I. Part n. Bueinees which the Bank ie not mlhonaed to truusact. 
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relates to the provision of current finance and not to that of long- 
dated capital. 

Trends towards Long-Term Industrial Financing ; 

Although banking policj' in India has generally been confined 
to the provision of working capital to industry, yet there were at 
least t wo distinct periods in the banking history of the coun try 
w hen Indian joint-stock banks showed a remarkable tend ency 
to wards the long-term financing of indus try. Attempts at such 
industrial financing were made for the first ti me by a number of 
commercial banks, mostly in the Punjab, d uring the Swades hi 
m ovement of 19QG-13 . Tlie whole country was swayed by the 
new spirit of Swadeshi and there was a widespread desire to 
"oster the indigenous industries. A rapid development of joint- 
stock banking took place about that time. The neiv joint-stock 
banks undertook various types of business and developed 
m unmistakable tendency to provide long-term finance 
:o industry,’ They deliberately employed their funds in chan- 
nels closed to orthodox commercial banking and undertook all the 
various methods of investment banking. They subscribed to the 
shares and debentures of industrial companies and freely advanced 
considerable sums on the security of factories, machinery, plant, 
buildings, and so on. The more prominent among these Swa- 
deshi banks which went in for long-term financing of industries 
w'ere the People’s Bank of the Punjab, the Indian Specie Bank, 
the Hindusthan Bank, the Lahore Bank, the Doaba Bank, the 
Marwar Bank, theTndustrial Bank and the Credit Bank of 
India.® 

The People’s Bank wdiich had a paid-up capital of Es. 13 lakhs 
was started as an ordinary commercial bank but embarked subse- 
quently upon industrial financing. The Bank made large advan- 
ces to various industrial concerns on the security of machinery 


^ Vera Anatoy, Economic Decelopmcni of India, p. -107. 

2 Ftoceedioga of tlie Sixth Annual Canference, Indian Economic .Asaociation, 1933. 
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and buildings. More than 90 lakhs of its money were sunk in 
them. The “ locking up ” of such a considerable portion of its 
resources brought about the inevitable crash and the Bank closed 
its doors. An idea may be formed of the financial commitments 
of the Bank in industry from the enormous amounts advanced 
to the following industrial concerns ‘ : — 

Bs. 

1. The Punjab Spinning and Weaving Mills Co., Ltd, 20,00,000 

2. The Lahore Spinning and Weaving Mills Oo., Ltd. 7 , 50,000 

3. The Pioneer Investment Co„ Ltd., Lahore ... 8,50,000 

4. The vSurat People’s Spinning & Weaving Mills ... 4,50,COO 
0 . Debentures in the Lahore Spinning and Weaving Mills 1,00,000 


Besides it granted along with the Amritsar Bank a loan 
amounting to 15 lakhs of rupees to the Upper India Beal Estate 
Company which speculated in land.* 

The Hindustlian B.ank heavil}* financed the Punjab Musical 
.Association, a tlieatrc having no capital and the Punjab Bros. 
Company, a speculative shop at Karachi. The Industrial Bank 
lent considerable sums (o its chief promoter and his concerns. 
The Bank made large advances to gluuing factories and on the 
sliarcs of allied companies. Tho Lahore Bank advanced large 
sums to one of its directors and its chief manager. It had a 
large investment in a leather faciory in wbicli its promoters were 
interested. Similarly the Doaba Bank made advances to the 
Amritsar General and Flour Mills and to the Phagwara Mills in 
Knpurlbala State in botli of which its directors had an interest.- 
A large n nmhnr of nthcr banks failed and Jher jwagj^cre 
banking'^iiiloiS^^ss^ total paid- 

up capital of Indian joint-stock banks was lost dunng 1913-17. 

The failure of many of these banks in this period is to e 


I Indian ladu-.rial Cnmmi.^ion, lOIC. ifmuUs oj NrW.nr.. Vol. V, App. VUI, p. 825. 

(Memorandum of Mr. Findlay Sliitraa ) , , . , ' , t jnnMnh'nn work 

> Eridenecof Bai Bahadur L. D. Das. Additiona Uadgo >n charge of L.,mdat, on ^ork, 

Wo«.-t«dian Induatrial Commi.aiod. cf EM,VoV V, p_ 257. 

> IndDalrial Commi«ion 1010, Jfinaler o/ Ecdcncc. Vol. V, p. 2.1. 
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attributed to the fact that they advanced money recklessly to Indus* 
trial ventures which did not pay.* “ Fr enzied speculati on and 
imp nident and rficklessJ onns” characterised the activities of these 
Swadeshi ’ banks. Ev ery knovm principle of investment ba nk, 
ing was viola ted. They were primarily deposit banks and the 
policy of locking up almost the whole of their resources in long- 
term industrial investments, unrealisablc at the time of a crisis, 
was inevitably followed by disastrous consequences. T heir pa id- 
u p capital was low in proporUon-tn their linhi micSj and the 
s hort-term depos its in many instances w ere employed for long- 
ter m dnancing of indus try. The principle of carefully ' distribut- 
ing the risks of investment was never followed. Again, the 
banks used to pay very hi gh rates of interest, ev en 6% on th e 
d eposi ts. He nce they were obliged to invest in sncculativc en ter- 
prise s to earn sufficiently large profits to meet expenses and pay 
the high interest. Be.sides, the aJTairs of the banks were g rossl y 
m ismanage d. In almost every case the bank.s were made to 
finance the pet concerns of their promoter.^ or to lend money to 
the directors and managers or to companies in which they were 
partners. One bank advanced no less than Rs. 71,72,637-13-1 
out of a total advance of Rs. 1,07,00,000-14-1 to companies or 
other concerns in which some of its directors were interested as 
individuals, directors or as joint-borrowers. In many cases the 
management Bad been so utterly inefficient that doubts were 
entertained as to the bona-fidcs of the directors. T here was a 
wi despread feeling that the directors had advanced money know - 
ing fully well that recovery wag,dnii htfiil. Di vidends someti mes 
were paid out of cap if.nl and in smnp the f-nmpanics’ ass ets 
we re deliberately done nwav, w ith. A debt of 4 lakhs of rupees 
was found by audit to be due to the People’s Bank from the 
Gange.s Flour Mills whereas the balance-sheet of the company 
showed no debt due to the Bank. In the case of the People’s 


* Vera Anstey, Eeoiiomie Development of Iwtf/a, p, 107, Also ITcdlay Shirrai, Indian 
Banhing and Finance, p.SSS. 
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Bank and the Amritsar Bank the auditors pointed out that in 
many accounts interest was not being recovered and the same was 
being debited to different accounts and credited to profit and loss 
account. The financial position of the debtor companies was 
extremely unsound and the securities held by the banks w'ere not 
sufficient to cover the debts. It is interesting to quote the 
remarks made by the auditors in z-egard to tlie investments of the 
People’s Bank in the Pioneer Investment Co. : '' The securities 
held by the bank are short by Rs, 30,687-2-6, if the value of the 
shares of all the companies held as securities be accepted at par. 
But as a matter of fact, the value of the shares held as security 
has not only considerably fallen but (in our opinion) the majority 
of shares are not worth the paper on which they are written.” ^ 

It has sometimes been contended that the crisis in the 
Punjab banks was engineered by Europeans who W'anted to put 
down banking in India. Their failure, it has been urged, wasnot 
due to pursuit of any imprudent policy and the security was 
ample, the depositors in many cases being paid 16 as. in the 
rupee. But the startling disclosures made in the Liquidators’ 
Reports throw a Hood of light on the activities of these banks. 
They not only pursued a policy of reckless speculation but were 
also frequently guilty of hopeless mismanagement and even of 
dishonest practices. From the preceding discussion, it is 
abundantly clear that the banking crisis was not -engineered by 
the designs of any interested party. It was entirely due to their 
own imprudent policy. As for the contention that depositors got 
16 as. in the rupee after liquidation, it must be mentioned 
that they were mostly paid after recovery from the unfortunate 
shareholders and seldom from the assets of the banks themselves. 
The assets in the majority of cases were absolutely worthless. 

It was in the post-war j'ears that the same trend towards 
long-term of induitFy could_beiQti,ced oncemore^moBg 


1 A Ecte prepares from the letter, Sated I2th Ansust. 1013. from Alters. Basaotram & 
Sore, andilore of llic Peoplo'a Bank, to tbo directo.a of the bank pobliahed in the Aryo Betr.ko 
of 2flth October, 1018. See Indian Central Banking Enquiry Comieiltee, Vot. II, p. 816. 
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Indian joint-stock banks. During the war-end boom, there was 
an outburst of company floating activity and the opportunity was 
seized upon, as in the Swadeshi period, to establish “ banks ” 
for financing indigenous industries. The avowed object of these 
banks, we are quoting from the prospectus of one of the many 
that were formed, was “ t o finance and assist the development o f 
exi sting and new indigenous industrial and agricultural co n- 
cerns." ^ The spectacular industrial progress of Japan in the 
closing years and that of Germany in the earlier years of the 
nineteenth century had captured the imagination of our country- 
men and it was believed that tlie banks tlierc had filled an 
important role in this rapi^ industrialisation. The advantages 
to be derived from industrial banks and the part played by 
them in the indu.strial progress of Japan and Germany were 
also stressed in the prospectuses of many of the so-called 
industrial banks started at that time. Lack of finance, it was 
urged, was hampering the development of Indian industrie.'? in 
the same way." Thus th e idea of forming industrial bank s ” 
ori ginated and having once originated, snroad very rapidiv an d 
soon developed into a craze for sucti banki ng. Like mushrooms 
they began to crop up everywhere. “ They became the fashion 
of the day, the vogue of the times and for some time one lieard 
nothing but of industrial banks, which made their d^biit in the 
North and South, the East and West.” ” 

Among the banks which were started at the time with the 
title of “ industrial banks,” the following may be mentioned ; — 


lodUBtrial Bank. 

1. The Tata Industml Bank 

2. The Calcutta Induslriul Bunk 
8. The Indian Industrial Bonk 


Paid-up Capital. I'car of 

Ra. A. P. Bcgisttalion, 

2,25,19,957 8 0 1917 

70,53,570 0 0 1919 

3,43,307 5 9 1919 


’ PxospectUB of iLo Calcutta luduetrial Bauk, CIcd S.'itli September, 1010. 

^ Fiospectua of the lodian Jodoatn'al Bank, registered SGih Korcniber, 1919. 

^ Statement ot Evidence sabmiltcd b; tbe Editors, Jridian Efnsnee.— Tndian Central 
Banking Enquiry Committee, Vol. II, p. 190. 
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Indastrial Bant. 

Paid-Dp CapitBl. 

Year of 



Bs. 

A. P. 

Begiatraliion. 

4. 

The Karnani Industrial Bank 

60,00,000 

0 0 

1921 

5. 

The Baikai Industrial Bank 

2,47,000 

0 0 

1922 

6. 

The Luzmi Industrial Bank 

1,01,000 

0 0 

1923 

7. 

The Mysore Industrial Bank 

6,07,000 

0 0 ■ 

1920 

8. 

The Industrial Bank of Western India 30,97,000 

0 0 

1919 

The Tata Industrial Banh : 





Among all these so-called 

industrial 

banks, 

the Tata 


Industrial Bank, the earliest and the largest of tliem, attracted 
considerable notice. Even the attention of the Industrial 
Commission was drawn towards it a!ad they belauded in their 
Beport the possibilities of industrial banking in the country on 
similar lines. 

The Tata Bank was established with an authorised capital 
of Bs. 12 crores, of which more than two crores were fully paid 
up by September, 1922. At the outset the Bank showed signs of 
a career full of brilliant promise. Its shares rapidly rose in the 
Stock Exchange and within three months from the date of issue 
they were at a premium- of Bs. 60. They were subsequently 
at a premium of even Bs, lOO. Besides the head office and two 
branches in Bombay, the Bank opened branches in. twelve other 
centres : Calcutta, Bangoon, Madras, Hyderabad, Cawnpore, 
Lucknow, Delhi, AsansoJ, Aminabad, Hapur, ’Dhanbad and 
Cbandausi. 

As an industrial bank, its special business, as outliued by 
its. Chairman in a meeting of the bank, was to finance the 
development of new and existing industries, not only to promote 
industrial companies and support them by under writing their 
shares and debentures but also to be always prepared to retain a 
considerable bolding of shares in such companies, as an earnest 
of its belief in the bona-fides and prospects of the companies 
concerned.' The Bank did not want to manage an industrial 


1 Speech 


of the Chairman at a meetiog of the Tala Indoatrial Bant, May, 1923. 
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concern actually but simply to finance certain subsidiary com-‘ 
panies. The Industrial Finance, Ltd., was formed for the purpose. 
The holdings of the Bank in this company amounted to 10,200 
fully paid shares of Rs. 100 each at the end of September, 
1922.' 

The Bank, however, did not confine itself to industrial 
business solely. A glance at the balance-sheets that were 
published every six months reveals that it undertook every des- 
cription of banking business, including that of exchange, 
acceptance of demand and fixed deposits, discounting of bills, 
granting of cash credits and demand loans, etc. 

The high hopes entertained about the Bank unfortunately 
failed to materialise. Although the profits of the ordinary bank- 
ing side of its business were well* maintained and compared 
favourably with those realised by other banks operating in the 
country, the results achieved by the Bank’s industrial activities 
were disappointing. With every year its industrial holdings 
continued to suffer increasing depreciation. Within a short time 
26 lakhs of its capital were locked up and later on at one time 40 
lakhs of- its capital became entangled andu loss of 11 lakhs had to 
be written off its investment in new industrial companies." In 
1922 the authorities of the Bank decided to suspend the Industrial 
Department and to retire capital from industry and utilise it for 
ordinary hanking. In the course of an explanatory memorandum 
issued by the Bank to its shareholders, dated 7th May, 1923, it was 
stated that the directors had decided to abandon industrial 
financing. The liquid position of the Bank was emphasised, the 
proportion of liquid assets to demand and fixed deposits being over 
66%. Rs. 1,90,87,145-10-0 in advances repayable on demand 
and Rs. 1,72,67,174-8-4 in cash credits and fixed loans were 
sound and fully secured. As regards industrial investments the 
Bank stood committed to Rs. 27,40,506 only after being adequately 

1 Balance'Sheet as at the end of 30th Seplemher, 1922. 

‘ Indian Central Banking Enquiry Committee, Vol. Ill, pp. 171-72. 
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written down. These consisted of the Bank’s holdings in the 
following companies ’ : — 

1. The British Italian Corporation, London, to the shares of 
which the Tata Bank had subscribed in common with the 
leading London Banks a sum of £10,000 which stood in the 
Bank’s books as Es. 1,10,000. 

2. The Industrial Finance, Ltd., which was formed to show 
separately the extent of the Bank’s industrial holdings and the 
holdings of the Bank in such companies as the Nira Valley Sugar 
Go., Ltd., the New India Assurance Co., Ltd., and the Tata 
Power Co., Ltd., which had not yet reached a dividend-paying 
stage had been transferred to this company. The shares of all 
these companies held by the Rank except those of the Assurance 
Co., and the Power Company were fully paid. 

3. The Tata Iron and Steel Company (Second Preference). 

4. The Bombay Electric Supply and Tramways Co., Ltd. 

There was a tremendous uproar at the Tata Bank meeting 

held in May, 1923, where the management was severely criticised 
by the shareholders. The desirability of abandoning industrial 
business and of returning to normal banldng was stressed by- 
several shareholders as it would be more conducive to Iheir 
interest.^ At two extraordinary general meetings of the Bank 
held on the 19th July and 6th August, 1923, resolutions were 
passed for an amalgamation of the Bank with thfe Central Bank 
of India. The Bank went into voluntary liquidation on the Glh 
August, 1923, to give effect to these resolutions. Thus ended 
prematurely the career of the Bank on which the limelight had 
played ever since its establishment four years before. 

Whatever might have been in the minds of its promoters, 
the Bank was far from a well-conceived industrial bank. The 
activities of the German banks in the industrial field in their 
earlier stages had made a profound appeal to the founders and 


Circular leaned by the Tata Bank to its ahareholders, dated 7th May, 1923. 
The Coprtol, May 10, 1023, p. 1100. 
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they wanted to transplant the German model on Indian soil. But 
evidenMy they had not the slightest notion as to the way in which 
German banking was actually conducted in relation to German 
industry. The union of commercial banking with investment 
trust business followed by the German banks in their early career 
was only seen but the fundamental principles adopted by them in 
industrial financing were never known nor understood- It has 
already been shown in an earlier chapter that although the 
German banks in the beginning had combined the two functions, 
they had, as a rule, employed their long-term funds only in indus- 
trial investments. Their enormous paid-up capital and the 
debentures which they frequently issued were the main source out 
of which their industrial business was conducted. The short- 
term deposits were seldom, if ever, used for such purpose. But 
in the case of the Tata Bank, long-term credit business was not 
only combined with ordinary banking transactions as in the case 
of the earlier German banks but the long-term operations were 
unfortunately financed out of current and annual deposits. The 
Bank never made any attempt to issue debentures for financing 
such operations. The same neglect to issue debentures for 
financing long-term transactions had in an earlier period led to the 
downfall of the French Credit Mobllier, the prototype of all 
industrial banks. The union of short-term banking with long- 
term investmeilts under these circumstances lends to one and only 
one result— disaster. Again, in marked contrast with the policy 
of the German banka, the expressed object of the Tata Bank was 
to retain permanently a considerable holding of shares in the com- 
panies in which the Bank was interested. It will be recalled that 
permanent participation in industry had never been the deliberate 
policy of the hanks in Germany. • The pursuit of such a policy 
by the Tata Bank naturally entangled, considerable amounts of its 
funds in doubtful concerns. The investments of the Bank were 
neither carefully planned nor wisely selected. It appears that 
neither the merits of the industrial propositions taken up by it 
were properly tested nor the value of the security offered carefully 
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assessed. The consequence vras that the Bank embarked upon 
industrial \ei tures which had no reasonable prospects of success 
and were quite unsound. The Xira Valley Sugar Co., which was 
doated b} the Bank and soon profeo a failure, is a case in point.^ 
A great deal of the success of a banking concern eoncsired on 
those lines depends upon efficient management and organisation. 
The ignorance and ine.Nperience of the management of the Tata 
B-mk must have hastened the crisis. It was never realised that 
such an institution should proceed slowly, gradually and with 
caution and should never be anxious to show large profits in the 
earlier years. The same anxiety to achieve a rapid success had 
to no smiH extent bean responsible for the unhappy fate of the 
Credit IMobilier." It was the European employers who chiefly 
c-ontrolled the affairs of the Bink. The rights of the Indians 
• were ignored and this nituraliy .alienated their sympathy and the 
management became unpopular.- 

The other institutious of the period bearing the same 
ambitious title of “ industrial banks ” were started in close 
imitation of the Tiita B ink. perusal of their memoranda and 
articles of assjciatioa shows that they intended to pursue every 
variety of ordinary banking business and couple with it issue, 
investment trust and real cstat-e mortgage business,* Whatever 
might have been in the minds of the original promoters or 
these banks, the institutions remained content witk the conduct 
of mote prosaic commercial banking business and at no stage 
of tbeir short career undertook any significant industrial 
financing, k glance at the balance sheets of these so-called 
industrial banks clearly sliows a preponderance of deposit, 
discount and short-term business. Tbe direct investments in 
industrials were insignificant* Accordiug to the balance-sheet 


> Misn CflCtMl Bint/s ’ Ev.qairr Co-nic-Uee, Vol. III. p, 8 ! np. 171.72, 

* Sec CfaaplerIX, Ir.ftr.. 

’ B T. Thafcur, Orgtnhs'.f-n of Mr.n UinWnj, p. 35. 

e Scearemorwiam oS A-ss:iV.i» of ttcCalcuKi lolos-.rhl Biti’s, &ki SJtb September, 
1519. Also Memorandnni of Asisehtioa of the Inina Inloslnal BaaS, Lti. 
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for example of the Indian Industrial Bank, dated 31st December, 
1922, its investments consisted of Bs, 49,609-12-0 in 6% War 
Bonds and only Ks. 2,661 in shares and slocks ; while the balance 
sheet of the Calcutta Industrial Bank, dated 31st December, 1921, 
shows no such industrial investments at all. The loans made by 
the banks usually included those advanced to firms in which a 
director was interested as a partner and in a good many cases 
those that were quite unsecured. Every description of banking 
was undertaken and very little regard was paid to basic principles 
of commercial or investment banking. The management was 
even more inefficient and inexperienced than in the case of the 
Tata Bank. Short-loan banking was mixed up with long-term 
credit business even more indiscreetly. The pet concerns of the 
directors were heavily financed, without judging their soundness 
or financial standing. Large loans were taken by directors who 
had no intention of repaying them at all. The consequences 
were felt soon enough. After a hectic career lasting for 3 or 4 
years, most of the banks were caught in the post-war slump and 
disappeared quickly. 

No useful conclusions reg.irding industrial banks could be 
drawn from the ex'perience of 1917-19. T o call these inst itu- 
t ions. which had neither lhe-^ .spHrJnn p.p. nor tlw- knowledge n or 
ev en the equipment for industrial financing, “ industrial bank s ' 
would be entirely misconceiving the true nature of such insti tu- 
tiojis. To say that the experiment in industrial banking failed 
and urge it as a ground for opposing the establishment of 
specialist institutions for financing industries, well-equipped, 
well-managed and conceived truly on scientific lines — would be a 
gross misrepresentation of things. Industrial banks, it has been 
aptly put, in their true sense have been as rare as snakes in 
Iceland. They have never been in existeucc, although strangely 
enough many started with that title and some still retain it even 
to-day. ^ 


■ * Indian Finance, Bankiog Number, 1929, p. Cl. 
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The question of Indian joint-stock banks taking a part in 
the provision of long-term finance was discussed at length 
before the last Central Banking Enquiry Committee. The 
Committee concluded that in connection with the issue of shares 
and debentures of industrial companies, such of the existing 
commercial banlcs as were well established and carried on their 
ordinary banking bu.sine3S on the safest and soundest lines might 
with advantage to the industries follow as far as possible the 
German system, the Imperial Bank making a start in this 
direction and giving a lead as soon as the Reserve Bank was formed. 
Ten per cent, of the total capital and reserves of the Imperial 
Bank and nine other big joint-stock banks might be utilised in 
this manner. * The advantages and dangers of a drift of 
commercial banks into the investment field have been sufficiently 
stressed in a previous chapter. ” The main conclusions reached 
there arc applicable to the Indian commercial banks. In follow- 
ing an industrial policy the banks should work under a close 
network of restrictions, distributing carefully and cautiously the 
risks of their investments, choosing bighgrnde and easily 
marketable industrial bonds for their investment portfolio but 
never intending to hold them permanently and av'oidiug real 
estate loans as far as possible. Bonds running from three to 
five years might be issued, as has been done by some Swiss banks, 
to raise the necessary funds for their less liquid* investments. 
The formation of security affiliates on American lines by Indian 
banks cannot be recommended owing to the inherent danger ol 
such practice which was clearly brought out during the recent 
American crisis. ” 

Local Banlis and Loan Offices in Industrial Financing : 

Although the Imperial Bank and other Indian jomt-stock 
banks have generally avoided investments iu industry, local] 

I Indian Central Bankine Enquiry Co»u,Utre. Vol. I. Par. I IMajorit, Beport). 

pp 20G-97. 

» SeeCh.lV. 


3 SceCh.IV. 
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banks and loan offices play a part in the loug-tei-m financing of 
industry by advancing lo ans against jnortgage of bl ock. The tea 
industry of Bengal and Assam has been financed in this way. 
Some local banks have indeed made a speciality of financing’ the 
tea industry and in that respect bear close analogy to the “ trade 
banks of the Continent. The most prominent among these 
" trade banks ” have been the Jalpaiguri Banking and Trading 
Corporation -and the Lakshmi Bank. . They make advances 
against mortgage of tea gardens and appurtenances and also on 
the security of tea shares. In 1931 the Jalpaiguri Banking and 
Trading Corporation made, for instance, loans against mortgage 
of gardens amounting to Es. 11,60,000 at rates of interest varying 
from 9 to 12%. Loans on the security of tea shares amounted 
to Es. 1,78,000. There were further unsecured loans to the 
extent of Es. 5,57,000 at a rate of interest not exceeding 12^ ^ 
These Jalpaiguri tea banks, however, operate with a very small 
amount of paid-up .share capital. The Banking and Trading 
Corporation was established with a paid-up capital of Es. 50,000 
only. The bulk of the necessary funds is obtained from fixed 
deposits running' for two years, one year and six months, the 
rates of interest being 1 % , 6S% and 4^-%, respectively. In the 
recent depression these tea banks, as is usual with such trade 
banks which have their fortunes bound up with one particular 
industry, hare been hit very hard. A considerable portion of 
their loans to the tea industry has become unrealisable and 
frozen and some of them have closed their doors. Besides these 
specialised banks in Jalpaiguri, there are several other loan 
offices in Bengal and Assam ivbich finance the capital expenditure 
of tea gardens. The balance-sheets of several tea companies 
show that loans against mortgage of fixed assets were received 
from the Brahmanbaria Loan Company, the Manickgunge Loan 
Office, the Pabna Bank^ etc. ® The Tezpore Industrial Bank 

1 Balance-elieet of the Julpaigari BaokiDg and Trading Coiporation, December 31 1931. 

2 The Brahmaobaria Loan Co. -lent oa mortgage on the Chotolekba to the Indian Tea 

and Commerce, Ltd., Bs. at 10% per annnm ; and the Pabna Bank also lent on 
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has been financing the block expenditure of a nuinbor of tea 
gardens in Assam since 1920, Its first loan to the tea industry 
was a sum of Its. 20,000 advanced to the Panbari Tea Company 
on the mortgage of the garden. Loans on block account were 
made to several other concerns of w'hich the Nirmala and the 
Eadbanagar may be mentioned. The interest for these loans 
varied from 10 to 11%. ‘ The* same fate as that of the 
Jalpaiguri banks has overtaken these offices. Most of the tea 
gardens in the recent crisis were unable to repay their debts and 
the banks have been compelled to restrict their assistance to 
temporary accommodation for meeting current expenses. 

Problems of Current Finance for Indian Industry : 

The need for working capital arises from the fact that an . 
interval of time occurs between expenditm’e on production and 
realisation from sale. During this period the manufacturer has 
to incm- considerable expenses for payment of wages, purchase of 
raw material and stores, marketing of finished products, etc. 
In India the capital raised by industry from public subscriptions 
is more often than not entirely exhausted in setting up the 
factory with the necessary equipment and nothing is left for 
meeting working expenses, llbe industry has to seek this 
working finance from outside sources. But this ‘can usually be 
secured with the greatest difficulty and on the most onerous 
terms. 

The amount of working capital required varies from industry 
to industry and may be reckoned at a value of about six to eight 
months’ output in normal times.^ It forms again about 20 to 30% 
of the total block capital of a business. In the sugar industry the 
Tariff Board has estimated the working capitai required to be 

mortgage to the Hindnathan Tee and Kabery Co., Dtd.-Balanee.sbeet3 of the tea companies 

conceroed for the year eoding Slst December, 1929. 

1 BrideDceotthe Managing Director, Tezpore Indnstrial Bank, Aasem Brovincial 

BankiDg Enquiry Committee, Vol. II m»Menoe). pp. 383-86. 

* Report of the Indian Tariff Board, Paper and Pulp iDdnatiy. p. 63. - 
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approximately one-third of the season’s output.^ With produc- 
tion at 117,000 raaunds per annum and works cost at Rs. 7-8-5, 
the working capital, will be Rs. 3 lakhs. In industries like 
cement and paper, larger amounts are required for working capital, 
the sums often running to 12 and even 15 lakhs of rupees for 
each factory. In the Tata Iron and Steel Industry, working 
capital required is about two and a half to three crores.^ 
There are very few cases where an industry has been able to 
provide a substantial amount out of its share capital for working 
capital in addition to block. Two notable instances may be 
quoted where working capital was provided from the start out of 
paid-up share capital, the Okaha and the United Cement Com- 
panies (each having a capital of 32 lakhs).® 

Banks and the Financing of Current Ex’penditure : 

Among the banks the I mperial Bank plays the mos t im- 
p ortant pa rt in the provision of current finance to industry. 
The Cent ral B ank of India, the Ba nk of India, the Bank of 
Baroda and a f ew other Indian joint-stock ban ks also have a 
share in fiirnishin ff t,hp.ir current fin ancR. The exch ange ba nks 
generally concern themselves with the financing of foreign trade 
and the p art playe d by them in the matter of providing -finance 
for the current requirements of industry is i nsigni ficant. They 
consider that this is not essentially a real part of their business.^ 
To a small extent they provide such finance to industries generally 
under European control.® 

The principal directions in which the Imperial Bank rend ers 
financial assistance to industry are by (1) d iscounting hi lls. (2) 
advancing loans and (3) gran ting cash cred its. Many industries 

I Report of the lodian Tariff Board on the Sugar Indos^trj, p. 67, 

7 Statatory Bnguity into the Steel Industry, 1926, Vol. II, p. 310. 

3 Oral Bvidence of Bombay Shareholders’ Association, Indian Tariff Board (Cotton 
Textile Industry), 1932, Vol. V, p. 81 

* Evidence ot the Representatives of the Exchange Bankers’ Association, Indian 
Central Banking Enquiry Committee, Vol. Ill, p. 331. 

B Indian Central Banking Enquiry Committee, Vol. If, p. 530. 
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have got clearji^-drafts whilst adv ances ha ve been made on 
gove rMient secur ities to several others/ ~By far the greater part 
of the advances to industrial concerns is on the hypothecation 
o f stock s. Advances are also made aga inst the pledge of stoc ks/ 
Wh en theJjnnerial Banh_o pens a nasb firo/lif; acmnnfc in faynn ,- 
of an industrial concern, it .r.fiqnirpc! n prnrpiggnry nnta with twr> 
signatures on every loan. The sec ond nam e on the promissory 
note is called the guarantor. I n a foint-stock company, it is 
usu ally that of the managing ag ents. The loan is further secured 
by hypothecation of stocks of raw and manufactured goods which 
is demanded in addition to the two signatures. The Imperial 
Bank cannot lend except on two signatures because under the 
Imperial Bank Act of 1920, hypothecation is no security. It is 
merely an additional collateral security. The pro-note does not 
give a specific claim. The payment of the note may be 
demanded but no particular asset may be attached. 
When the Bank gets the signature of the joint-stock company 
and the managing agents as well as the hypothecation of stocks, 

it has a specific claim to the extent of the stocks and a general 
claim on the entire wealth of the joint-stock company and the manag- 
ing agents.® The other Indian joint-stock banks generally foll ow 
the Imperial Bank and demand the additional guarantee besides 
hypothec ation of stoc ks. Thus in the cotton mill industry, banks-^ 
seldom lend on the promissory note of the mill, company alone 
but usually insist on an additional guarantee from the managing 
agents even though the stocks are hypothecated. If the stocks 
are pledged to the bank with its name on the godown, it does 
not generally demand the personal guarantee of the managing 

agents. Bu t mills do not like to pledge the stocky if they .can 

avoid it. Under the peculiar circumstances in which cotton mills 


J Oral Eridenoe of Mr. (now Sir) K. M. Maoiionald, Managing Govornor of the Imperial 

Bank of India, Indian Central Banking Enquiry Oommittee. Vol. HI. p. 869. 

a /M(f, p. 902. „ , „ n. . 

■3 B»iaeneeof.Mr.(nowSirt H. M- Maodonald. Initan Central Banking Enquiry 

Commitee, Vol. II, p. 889. 
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are 6iianced in [ndni , pledging of stocks is considered to lower 
th eir prestige and to entail maPY inconveniences and disabili ties , 
The stocks of cotton and cloth when hypothecated are stored in 
the godowns of the mills to wMch the banks are given access 
whenever they desire it. The borrower furnishes weekly or 
monthly returns of stocks to the banks.^ The banks do not press 
for the control of the stores and other liquid assets when the 
mill’s financial position is sound and the guarantee of the manag- 
ing agents has been obtained. But they press for control and 
depute a man to keep watch when the mills are in difficulties or 
when they have not obtained two signatures.' These loans and 
cash credits are made for 12 months with liberty of renewal. 
The rates for such advances vary according to the credit and 
standing of the mills. For well-established firms the interest on 
bank loans is the prevailing bank rate and if the mill is not 
sound) it has to pay 1 or 2%' more. In case' of cash credits 
banks sometimes insist on the “ half interest ” clause under 
which the borrower has to pay to the bank -interest on at least 
half the amount of cash credit, irrespective of the amount drawn. 
The system of half interest clause, though prevalent in Bombay 
and Indore, is unknown in Bengal.® In Bombay mills the usual 
margin allowed by the banks is *20 to 25% in the case of stocks 
of cotton and cloth in godowns and 40 to 45 %| for those in 
process. In Bengal the Imperial and other joint-stock banks 
advance, in the case of overdrafts against hypothecation of stocks, 
upto 60 to 75%' of the value of the stock of goods in godowns and 
on stock in process.^ The usual guarantee is of course required 
before any advance is made to the mill company. Stores and 
fuel when hypothecated are not taken into account so far as the 


I InSian Central Banking Eagauy Committee, Vol. It, p. 3SS. 
z Indian Tariff Board (Cotton Textile Indnetry), 1927, Vol. IT, pp. 323-34. 

Z Letter to the writer from the managing agents of the Moliini Hills, Ltd., dated the 
25th October, 1932. 

Letter to the writer from the managing agents. Bengal Lusmi Cotton Hills, Ltd., 
''dated the 8th March, 1938. 
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drawing power is concerned and arc trented as merely additional 
security. 

Banks do nn t^-bQ wever. coiistit-nte the only or even the 
principal source of supply of working canitalto indnstrv . On 
the 1st of October, 1930, bank loans and cash credits for 64-' 
Bombay mills amounted to 2*26 crores. On that date the total 
amount of finance required by tliem was 24*83 crores and this 
particular source supplied only 9% of the total. In Ahmedabad 
banking assistance to the cotton mill industry is of a far smaller 
amount than either in Bombay or in C iloutta. The. mills there 
arc reluctant to hypothecate their stocks to the banks and 
industry in Kiis centre depends for its current finance almo st 
eniirely upon the managing agents and public deposits. 

' In recent years the Imperial Bank and other joint-stock banks 
iiavc from time to time made advances to the Ahmedabad cotton 
mills against their liquid assets plus the additional guarantee of 
the ageuls, but the amounts are quite insignificant in relation to 
the large requirements, of the industry.^ Of the 1080 lakhs cons* 
tituting the total finance required by 56 Ahmedabad mills, only 
42 lakhs were obtained from this source. It was only 4% of the 
total as compared with 9%; in the case of the Bombay mills.® 


Public Deposits as a Source oj Industrial Finance : 

By far the most important source from which cotton mill: 

both in Bombay and Ahmedabad derive their working opital i; 

deposits received from the public. Ahmedabad mills ag.m 
depend on this source to a greater extent than their confreres ii. 
Bombay where the practice of bank loans and cash credits ,s 
eomp^tivd, more provntaf. Tl« deposit* .to usually taken 
Iron WisoDoiis tantas aud otto acetioue o( the puMio tor 


■ 

p. 278. 


10-1223B 
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short periods of 6 or 12 months. The rates of interest payable 
on the half-yearly and yearly deposits vary according to the credit 
and stability of the mill company and its agents. In Bombay 
good mills with large reserves can get. money on fixed deposits 
at rates of 4^-^ to 6^-%'. .Some of the most well-reputed mills 
used to obtain the deposits not only at the same .rates as .quoted 
by banks but even at i-% lower. 

In Ahmedabad, the deposits are obtained at rales varying 
■from 4^-% to 5 ^% } The deposits here as in Bombay generally 
come from the individuals. Before the War, they used to come 
almost entirely from the public at large, the rural areas contri- 
buting a substantial amount. In recent years the practice of 
interdepositing on the part of the mills themselves has grown up 
' in Ahmedabad. Instead of lending the surplus funds to a bank, 

■ a mill to-day deposits them with another mill, generally speak- 
ing, not of the same agency. 

Th e syst em of obtaining large amounts of circulating capital 
"by attraction of deposits is peculiar to the ‘Bombay and Ahmeda- 
bad cotton mill industry but i s not prevalent elseud iere. The 
practice does not obtain in Delhi or Madras. It is not also 
firmly established with the cotton mills in Bengal, though it is 
not entirely unknown there. The Mohini Mills, for instance, 
obtain some fixed deposits from the officers of the company as 
well as from the public.’ The balance-sheet of the company for 
31st December, 1933, shows that fixed deposits amounted to 
Bs. 1,02,221-10-3 and the other deposits wereBs. 2,08,079-15-0.“ 
The Articles of Association and the managing agency agreement 
empower the agents to obtain deposits on hehulf of the mill at 
6%.'* The Dhakeswari Cotton Mills, Ltd., also receives some 


^ Oral Evidence of the Ahmedabad MilloivDeTs' .^Bsociatios, Indian Central Banking 
Enquiry Committee, Vol. Ill, p. 482. 

® Letter to the writer from the managing agents of the Mohini Mills, Ltd., dated the 
25lh Oct., 1932. 

3 Balance-sheet of the Mohini Mills, Ltd., dated the 31 st December, 19.33, 

4 Cl. 20 of Articles of Assccialiori of tl.e Mohini Mills, Ltd. 
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deposits generaJIy from mill employees and persons known to 
them. Almost all the employees keep their savings in the miJJ. 
These deposits, though said to be on savings aceoimt, are really 
on current account for they can be withdrawn more than once 
a week. Their total amount at one time was Es. 2 lakhs and 
the rate of interest was We are not aware of any other 

Bengal mill obtaining deposits. 

But this practice is only nominal. Very few people venture 
to deposit money in cotton mills in Bengal, and the mills also 
do not appear to be inviting deposits by offering attractive rates.. 
These deposits, however, have been very popular in Bombay and 
Ahmedabad wiicre cotton mills could attract large amounts very 
easily. The public bad great confidence in the cotton mills and 
in many instances even preferred to deposit with the mills rather 
than with the government. Cases are not unknown where mills 
had to refuse deposits, so great w'as the inflow of funds at time.s. 
The Sholapur with a paid-up capital of Rs. 8 lakhs and the Swa- 
deshi mills with a paid-up capital of Ks. 20 lakhs received at one 
time as deposits as ranch asRs. 1*30 crores and Rs. 42 lakhs respec 
tively.*^ In lilarch, 1924, total unsecured loans (mostly in the form 
of deposits) amounted in the case of the Bombay mills to Rs. 11*9 
crores. As a result of the recent depression, deposits have 
declined to some extent. But still on the let of October, 1930, 
the amount of deposits held by 64 mills in Bombay w'as Es. 2 73 
crores. Eleven per cent, of the total finance required was derived 
from this source alone. * The total deposits with the Ahmedabad 
mills have been estimated to be more than seven orores^ln 
1030, 56 Ahmedabad mills had 4**26 crores which formed 39 /o 
of their total finance required.® The relative importance of 


1 Sounc ! The manap-i.g direclor. Dbakeswori Colton 

s Indinn Ccnlrel Banking Enquiry Con.n.aice. Vol.n.p. 837. 

3 Report onto Indian Crnirol Banking 

4 E,Lnco of Almcdabad Millownera- AB 80 C.at.on, Indian Central Ba.. mg q 

Committee, Vol. Ill, p. 181. 

5 Indian Central BDnki.>g Enquiry Comm.ttre, Vol. I, Part I, p. 
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deposits as a source of financing tlie cotton mill industry is 
obviously much greater than in Bombay, 

Th e method of financing J he cotton mills by means of den o- 
si ts has been severely criticised as Ihglily dangero us and full of 
dr awback s. There are indeed some in herent disadvan tages in this 
•* system of financing. There may frequenly be a te mptation o f 
ov ertradi ng which unsecured loans generally give rise to. With 
money obtained at relatively low rales, mills may be prone to 
sp eculat ion in cotton and may be tempted to carry larger sto cks 
th an arc just ified by market conditions. There is also the 
risk that the short-term funds may be used for e.vt cnsion of plant 
a nd maebi nery—a practice which is sure to be fraught vvitli 
disastrous consequences. Some mills indeed made the sad 
mistake of lockin g up the short-term funds in lon g»tcrm credit 
tra nsactio ns and they had to pay the inevitable penalties. 
There is another risk to which this- system of financing 
is also exposed. Owing to a financial panic there may be a 
sudd en and heavy withdrawal of deposits which is sure to 
prove a source of embariassmcnt to the mill companies. In 
times of heavy stocks, when the money is locked, the fixed 
deposits may not be easily repaid. 

In ordinary times, however, this metho d of borrowing for 
cu rrent finance has some great adva ntages" If the ^^osiis 
were not attracted, a big working capita l would have to be 
provided. Under the system of deposits ca pital can be kept lo w 
rela tively to asse ts and hence to productive and profit-ear ning 
capimity. As the rates of interest arc fixed relatively low’, the 
profits available to the shareholders enable the mills to pay 
hig her divid ends than would otherwise be the case. As regards 
the danger from a run by deposilons, there were indeed a few 
cases where a run on mills by panic-stricken depositors led to the 
collapse of the concerns.’ During the present depression also 
several Bombay mills have been put to great difl'icultics ow’ing 


• Indian TarilT Board (Cotton Testile Indnslrj), 1M7, Vol. IV, p 300. 
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to the withdraival of deposits. -But the danger in normal times 
is not so great as is often mad e out. The deposits are generally 
fixed and are spread all over the year. They will become due at 
various dates throughout the year. The possibility of an imme- 
diate demand for payments by all the depositors at a particular 
date wiiicb might precipitate a crisis is not very great. The 
system suits the cotton industry in Bombay and Ahmedabad •' 
admirably for supplementing the working capital. In the buying 
season when cotton has to be purchased, more money is required 
than towards the end of the year. The deposits are taken just at 
that time, say for six months, at rates of interest lower than 
one has to pay for the whole year round. These loans are re- 
paid after six months when the cloth has been sold. The industry 
takes money where the money is easy but does not require it 
when it is getting tight. 

The practice of financing cotton mills in Bombay and 
Ahmedabad out of deposits from the public bears some analogy 
to the system, prevailing for a long period in the Lancashire 
cotton spinning industry, of financing mills partly by loans 
made by depositors. The bulk of the fixed capital represented 
by buildiugs, machinery, and equipment was no doubt furnished 
by share and debentum capital but a portion was also obtained 
from deposits.^ The depositors were mainly large^ numbers of 
mill operatives and local trades people who bad been accustomed 
to invest their savings in this manner. When a cotton spinning 
mill was floated, a small amount of the capital was called up and 
the rest of the capital was usually raised by loans carryiug 
interest at about 4% free of tax. The loans were unsecured and 
were withdrawable according to the amount at notice ranging 
from two weeks to three months.® This method of finance 
doubtless enabled the mills to be built and run cheaply while 
very little of the loan money was ever lost. Under modern con- 
ditions. however, the Balfour Committee pointed out, the system 

> Final Saport of tbe Balfour Comiaittee on Industry and Trade, p. 43. 

5 Ibfd I p. 46. 
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“ presents great dangers, since it. is oonlrary to the principle of 
sound finance to use loans repayable at short notice for the 
purpose of fixed capital.” During- the recent prolonged dei)res- 
sion when the mills had to call up the unpaid share capital, the 
shareholders, who’ were required to meet these calls, were forced 
in many cases to withdraw their loans from the same or other 
mills and these caused serious disturbances in the finances of 
the mills. ^ 

In India, although a number of concerns have foundered 
on the rock of financing through deposits, cotton mills under 
prudent and conservative management have been immensely 
benefited. It may not be the soundest sysicai of financing the 
mills but it would hardly be fair or reasonable to condemn this 
method of financing categorically when it has stood the test of 
time during the last 30 or 40 years- As the present facilities for 
/ banking assistance to industry are, the system has filled a real 
need in India. It will also be incorrect to suggest that the 
^ finance is all short terra. As has been pointed out by Mr. Kas- 
turbhai, Chairman of the Ahmedabad Millowners’ Association, 
yearly deposits form 95 to 98% of the finance employed by 
Ahmedabad mills. They are taken not at a particular period but 
for all the year round, and run for T2 months, so that if any 
mill company is in difficulties and funds begin to be withdrawn, 
it does not get a notice of a week or a fortnight or a month but 
practically gets 6, 8, or 9 months to arrange for finance and so 
settle upon a fixed basis.- In recent years, ordinary dep.isits 
have not as a rule been invested in the block account of the 
mills, seven-year deposits being invariably employed for these 
, purposes. Whatever may be the merits of debenture finance, 
it is clear that Indian industry has been able to escape the 
depressing influence exerted by this method of financing on 


1 Survey of Textile Indnalry (Committee on Industry and Trade), p. 30. Also Purliier 
factors in Industrial Efficiency (Cocninilteo on Indualry and Trade), pp. 175-76. 

* Indian Tariff Board (Cotton Textile Industry), 1932, Vol. IV, p. IIG. 
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iiuUistrial earnings which has been so marked a feature oj 
European industrial finance in the recent years of depression.^ 

Deficiencies in Banking Assistance to Indian Industry : 

The conditions and terms under which Indian industry 
is able to obtain banking assistance appear to be rather onerous. 
The prac tice of requiring two signatu res is an essential part of 
the present banking structure of the country. The se cond 
sig natu re is seldom dispensed with. It is required even wh en 
a reg ular pledge is giv en, even when the banks are in nhvsica l 
pos session of the liquid assets . The statement of the representa- 
tive of the Imperial Bank' before the Central Banking Enquiry 
Committee that the Bank takes the second signature only when 
the stock is not pledged does not appear to be consistent with 
facis.“ The advances by the banks to industry are much better 
.secured here than in the western countries because the persoual 
guarantee of the managing agents is obtained, besides the 
regular securities. But fr om the view point of industry, the 
ins istence on the second .si.gnaturR from the managing agen ts 
se rves to restrict the total amount of finance it can raise . 
T he actual amount of advance is far too small relative ly 
to what the assets will justify, and is generally less tha n 
what the concern requi res for its purpos e.” Cash creill LJs 
available generally to big industries Such asJ iitfijmd-CQtton. 
The imperial Bank advances only whe n , thm.imhistiX-ig-.weh 
es tablish ed. N o facilities are Pliable in the early sta ges . 
Besides, the facilities given in the form of cash credits are 
withdi’awable at any moment. The attitude of banks to industrial 
concerns wliich have issued debentures has already been noticed. 
Their credit with the banks is weakened and their shares 


• The World Eeonomie Survey, Iioaguc ol Nations, 1932-33. 

! See the remark of the President, Indian Tariff Board (Cotton Tostile Indnstiy), 1983, 


Vtl. V, P.8I. 

3 Article by .'Ir. Mnnii Subelor 
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become unacceptable as collateral and they find it extremely 
difficult to raise the loans and cash credits on the usual terms. 
Such penalization is unwarranted and is dictated by a narrow 
banking policy. 

There is an undercurrent of feeling that the Imperial Bank 
has been very harsh in its dealings with Indian industrial 
concerns and has in many instances withdrawn credit in such 
a manner as to force their liquidation. A number of witnesses 
appearing before the Indian Central Banking Enquiry Committee 
accused the Bank of unsy mpathetic treat ment and even of 
racial discrimination.^ But there is scarcely any ground for 
this feeling against the Bank. As regards the chiirge of racial 
di scrimi nation it is interesting to note that the witnesse s failed 
to aiih^^tantiate jJ ie— diarge-aadr-were not prepared to quote 
concrete cases even in camera.® It was with them only an 
impression that Indians of sufficient standing were not able to 
get the same financial help from the Bank as a European would. 
We have, on the contrary, the testimony of Mr. (now Sir) 
H. Mody that the Imperial Bank could never be accused of racial 
discrimination/ so far as the cotton industry of Bombay was 
concerned. The witnesses were also forced to admit that iu 
those few cases where withdrawal of credit was alleged to bring 
about the ruin, the position of the concerns did not warrant 
the continuance of any further assistance.® 

Although there has been no complaint against th e Imp erial 
Bank so far as the financing of cotton mills in Bombay on the 
system of hypothecation! is concerned, it li as come in for a go od 
d eal of criticism in re gard to its attitude t owards the In dian 
se ction of the tea industry in Ben gal. Tile Imperial Bank does 
■not lend direct to the tea companies on crop hypothecation 
because it is precluded by the Act of 1920 to advance against 
such securities alone and as usual insists on an additional 

^ Indian Cenlral Banking Enquiry Commiltep, Vol. II, p 468 

* Indian Central Banking Enquiry Committee, Vol. Ill, p. ‘IRt, 

3 Ibid,. Vol. Ill, p. 421. 
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guarantee. But the guarantors whom the Imperial Ban) 
generally approve of are European firms of managing agents 
and the four European firms of tea brokers through whom all 
tea has to be sold. As a rule, the Imperial Bank does not lend 
on the guarantee of Indian managing agents or the tea banks” 
of Jalpaiguri.* A reference to the proceedings of the Bengal 
Provincial and the Central Banking Enquiry Committees dis- 
closes tliat a specific charge was made against the Bank that it 
had refused to lend on crop h3'pothecatioa to some Indian-owned 
gardea.s inspite of the guarantee offered by the Jalpaiguri Banking 
and Trading Corporation. There was a definite suggestion 
that the Bank was confining its acceptance of guarantors to 
European firms only and thereby putting the Indian gardens 
to a great deal of inconvenience. In reply to the questionnaire 
of the Bengal Provincial Banking Enquiry Committee, the 
finporial B.ink denied the allegation and stated that it was 
solely guided by the status of the firm proposed as goarantor.- 
Thc Central Banking Enquiry Committee pursued the point 
with the managing governor of the Bank. He w^as specifically 
questioned as to whether the Bank could provide the necessary 
finance to the tea gardens on the guarantee of the Jalpaipuri 
Banking and Trading Corporation just as it did on that of the 
European brokers or managing agents. The reply^ was that the 
Bauk was always prepared to finance tea gardens on the guarantee 
of a third party and that any application for accommolatiou 
would be dealt with on its own merits.® The reply of the Bank 
in both cases appears to be evasive. There is an undercurreni 
of feeling that few Indian companies obtain the finance thej 
require from the Bank. 

The Imperial Bank might have been precluded by statute 


> Letter from tbe Secrelai?, Initien Tea Planters' Association, Indian Central Banking 
Enquiry Committee, Vol. II, p. CCO. 

* Minutes of Evidence, BenS'il Provincial Banking Enquiry Committee, Vol IT. 

“ Evidence of Sir. fnow Sir) E.M. Macdonald, Managing Governor, Imperial Bank of 
India, Indian Central Banking Enquiry Committee, Vol, HI, P- -o. 

20-1223B 
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to lend simply against hypothecation without any additional 
guarantee. But the attitude of the other banks which follow 
suit is inexplicable. Such a system of financing industry has 
QO parallel in any other part of the civilised world. 

The insistence on the part of several banks for taking physi cal 
po ssession of the stocks when they agree to grant loans aga inst 
liv Dothfication is a aniirce of great inconvenience to In dian 
in dustr y, particularly to the cotton mills of Bombay and 
Ahmedabad. The concerns are required to store the goods in 
the godowns of the banks under the control of the latter. In 
some cases the goods are allowed to be stored in the company’s 
godowns with the board of the bank affixed outside. The 
general circumstances and the standing of the parties are so 
entirely different from those, prevalent elsewhere — the majority 
of the cotton mills having to work here upon a system of public 
deposits — that the acceptance of such conditions is believed to 
prejudice their position in the eyes of their creditors.^ 

The practice of charging a rate of interest 1 to 2% higher 
than the Imperial Bank rate with a certain minimum (in Bengal 
cotton mills 7 %) for the accommodation furnished by banks 
must have acted as a drag on Indian industry. The average bank 
rate is generally much higher in this country than in England oi 
Japan and the demand of more than 1% over it here must be 
almost m the nature of a penal charge. For a number of years, 
for instance, the prevailing bank rate in India had been very 
high. Prom November^ 1929 to April, 1930, it stood at 7%. 
In 1931 the average rate for the whole year worked out at 
7.046 % . The high bank rate must mean hig h interest rates to be 
bor ne by Indian companies for their current fin ance. The Bombay 
mill industry, for, example, had in October, 1930^ Es. 7 ’58 
crores as loans from banks and managing agents on which 


^ The Bombaj ShareIiolderB'As3ociatito : Replies to the Tariff B)erd questionnaire 
(Cotton Te::tile Tndusti; Enquiry), 1932. 
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interest at or above the prevailing high bank rate had to be paid. 
It was a heavy burden that the industy bad to bear.^ 

The insistence by several banks on the **h alf interest clau se*'' 
in the western side of the country is an additional drawback from/ 
which the cotton mill industry of Bombay specially suffers. 
Interest has frequently to be paid on half the credit allowed 
whether the provision has been utilised or apt. This is probably 
not very unreasonable as the bank is obliged to provide the full 
amount of the cash credit whenever demanded. But at the 
same time it is clear that much of the benefit from cash credit 


is reduced as the mills will naturally tend to pay them back, 
fong before they arc due, to avoid the payment of interest. 

Complaints against ina dequacy of banking assistance and' 
of hard deal ings on the part of banks have increased in number 
jmd in frequency during the recent years of depression and have 
been made even with respect to the Bombay mill industry v/bere 
they have been rare so long. There is a kind of widely held 
impression that the Imperial Bank, not to speak of other banks, 
has not been doing its duty these years to the premier industrj'^ 
in its distress. It has drastically re duced its . loans aDd_^5b 
creiUs and has even rejussdJia-^iceowra^^^ 
although there were the usual margin and the agents’ guarantee.- 
In many cases borrowing mills have been put to unnecessary 
trouble and interference by other banks. The ratesjibarged 
for advances have also beenjnereased. First class mills are now 
paMTfo -i»/o moretlwirth^ used to pay in the pre-war dap. 
When the banks in England have firmly stood by the British 
cotton mill industry and the Central Bank itself is playing a 

large part in its reorganisation, it is onfotlimate that tbe tanks 

m oor eountry sbooKI be indilterent to tbs 

indostry in tbe times of stress and straa tbrongb trtaeb .t bss 


(Cotton Tortile Indnrirj), WSS, dntod lie 8W JJey. 103.. p. 4 . 
* Memorandum or Mr. A. D. StoB. Indian Central 


to lie Indian Tariff BoarP 
Banking Enquiry Committee, 


voi. n,p,a&9. 
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been passing. There is not only a general reluctance to provide 
financial assistance but even a marked tendency in several cases 
to exact rates of interest which can hardly be called fair.^ The 
« position of Bengal mills has been rendered particularly difiicult, 
for they have not, like iheir confreres in Bombay and Ahinedabad, 
an alternative source of finance in public deposits. A number 
of cotton mills have informed us that they experience great 
difficulties in securing the finance from banks. There is a 
general feeling that facilities for borrowing working capital are 
not available in Bengal.* 

, The principal source from which current finance is obtained 
for the Bombay and Ahinedabad mills has been depleted seriously 
in recent years. The pu blic are largely withdraw ing their 
deposits. The world-wide trade depression is no doubt respon- 
sible for a considerable portion of the withdrawals but there is 
re ason to believe that the higher rates of interest obtainable by 
pu rchasing treasury bills, gilt-edged securities and postal c ash 
cer tificates have diverted large amounts of deposits to t hese 
cha nnels of inves tment. New _ deposits that might have oth er- 
wi se flown into the mills have also been drawn away into these 
investments. The mills are experiencing considerable difficulty 
, in obtaining their required working capital from deposits and 
have been forced to offer higher rates of interest to attract them. 
The plight of Ihe Bombay mills has been much worse in- this 
respect. The confidence of the depositors had already been 
shaken in them on account of large losses aud failures brought 
about by industrial troubles and the present heavy withdrawals 
have aggravated their distress. The mills in Ahmcdabad have 
also been hit but there the decline in deposits from rural areas 
and other sections of the public has been partly compensated 


^ The Bombay Sbareholdera' Associatioo : Bcplics to the TaiilT Beard qaestionnaiie 
(Textile Induetry Enquiry), 1932. 

2 The Managing Agente, the Mohini Mills, Ltd., the Mnhnlnxmi Mills, Lid., and the 
Laxmi Naiayan Mills, Ltd. 
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for by the recent growth of interdeposits by the mills themselves . 
as noticed above. 

Suggestions /or Impromg Facilities of Current Finance : 

The restrictions imposed upon the worldng of the Imperial-^ 
Bank under the Act of 1920 stood in its way of providing 
adequate financial facilities for Indian industries. The fact that 
liypothecation was no security under the Act and the Ba? k had 
to demand an additional guarantee from managing agents hitherto 
caused a great deal of hardship to borrowing concerns. On the.^ 
passing of the Reserve Bank Act of 1934, and the consequent 
amendment of the Imperial Bank Act, the Bank has been fre ed 
from some of the restrictio ns which had e.visted so jLmgjmjts 
working. Under the amending Act of 1934 the Bank has been 
au thorised to advance directly ag ainst-goQdsJiyp ntbec a t e fl to it 
su bject to the special directi ons of tbe-Uentc;d-Boa i- dy-i »stead , of 
being restricted to advanc es onlY’against goodL whifibjifiJiiJiB 
possession or the docume nts of tit le_jsd)icji_fliLJ fTt> sited . 
it .'^ If I h ^ T dl HimaTluai^^ mana ging agents is dispen sed 
th^lmiiflicnp from which borrowing concerns suffer to^jay 
omng to' the insistence of t br~guai^ee will be rem oved. It 
will be interesting to know how far the present banking practice 
will be modified in the direction of dispensing with the agents’ 
guarantee. The writer approached in this connection the 
Managing Director of the Imperial Bank but beyond confirming 
that the Bank was empowered to lend directly against^ the 

hypothecation of goods, he furnished no more information." Il 

is to be hoped that the Imperial Bank will make a liberal use o. 
the powers granted to it under the amendment and dispense as 
fat as possible with the necessity of the agents’ guarantee. ih< 
Indian joint-stock banks which bad hitherto followed tlielmperiai| 

t sec Schca«le I. P.rt I (IV«), Sec. 16(1) of the Imperial Bank of India (Amendment) 

'rLelter to the writer from tie Managing Director, Imperial Back of India, dated the 
20tb March, 1936. 
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Bank in demanding the guarantee should now reconsider their 
policy in view of the amendment of the Imperial Bank Act. 
The sys tem of cash cre dits adopted by the Imperial and other banks 
is not sufficiently elastic, and sh ould be replaced as far as 
po ssible by the system nf digr.nnnting_bil1e The popularisation 
of commercial bills is sure to increase the facilities for short- 
term industrial credit. A more extended use of commercial bills, 
it is interesting to note, has also been advocated by the Mac- 
millan Committee for the benefit of English industry.^ In 
recent years bills in England have largely gone into disuse and 
there is an increasing tendency to conduct business on seasonal 
overdrafts with the banks rather than the bill between the manu- 
facturer and the customer. 

The establishment of large wa rehouse companies is also 
likely to mitigate the drawback from which Indian industry 
suffers to-day on account of the insistence by the banks on a 
high margin for their advances against stocks. These could 
take over the stocks, keep them in their own warehouses and 
banks might safely advance against the warehouse receipts or 
warrants. The system under which goods are kept to-day 
under lock and key of the banks without affording suitable 
facilities for sale would then be abolished and the present 
arbitrary methods of valuation by banks would also be dispensed 
with. • 

A g reat, deal of the difficulties regarding the supply of 
cur rent finance for Indian industry is undoubtedly due to the 
pre valent idea that banks should furnish the whole of t he 
req uired working cap ital. Sound methods of financing industry 

I 'presuppose that an industrial concern should not only meet its 
fixed capital expenditure out of share capital but that at least 
some portion of the working capital should also be provided out 
of it. The failure to realise this has been a source of great 
embarrassment for many a newly established concern. Banks 


^ Bepoit of the Committee on Ficance and Industry, p. 169, 
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cannot coDceivably finance a buisiness until it has worked fori 
some time. 1 

In the western countries in recent years there has been a 
remarkable tendency among industrial companies to pursue a 
conservative dividend policy and to meet their working capital 
expenditure out ol profits or from the sale of securities.^ Eesort 
to bank borrowing is made only in emergencies and they have 
been growing more and more independent of banks as regards 
the supply of their working capital. It may be recalled that this 
trend in industrial financing has deprived the banks there of the 
ordinary avenues of employing their funds.* Indian concerns 
should curb their almost universal tendency of distributing 
excessive dividends and try to build up large reserves which may 
with advantage be utilised for meeting their working capital 
expenditure. A well-known cotton mill in Bengal which iu the 
earlier years of its development was severely handicapped for 
want of adequate financial facilities for current expenditure has 
been for a long time now financing its working capital expendi- 
ture out of undivided profits and reserves and has dispensed with 
the necessity of bank loans and cash credits,* 


I B. S. Mend, Corporation Finance, New York, 1933, p. 819. 
* See Chapter IV. Supra. 

The Managing Diieetori Dhakesweri Ootton Mills, Ltd. 



CHAPTER VI. 


M.\N.\aiNG Agents in the Role of the Industrial 
Financier in India^ 

The Managing Agency System forms the b asic, fmmp-wnr i- 
o fJ.lie cxist:iDg_metbo(ls oLindnslrial finan ce in the coimtry. It 
has no counterpart in any other part of the world and is entirely 
peculiar to India. She does not possess the industrial banking 
system of the Continent. Nor are there institutions in the 
countiy, corresponding to the issue houses, investment bankers 
and under-writing firms of the Western countries. Their place 
in the financing of industries is taken in India by the Managing 
Agency System, an effective substitute for all of them. It is 
India’s unique contribution to the institutional developments of 
industrial finance. 

It is not the place here to conduct a research into the origin 
of the Managing Agency System, It is generally believed that 
the inception of the Managing Agency System dates back to the 
days of the old East India Company,® The " agency houses ” 
of those days' later blossomed into the European firms of 
Managing Agents of the modern times. The device was origi- 
nally adopted to ensure the supply of foreign capital for indus- 
trial ventures in India. The same device was later on found to 
be highly useful for attracting investment of Indian capital in 
j indigenous enterprises.® Whatever might he the way in which 


^ The eobsteucc o( ihig chapter vroe publiehed in the form of en article in the Galcttiia 
Jieview, September end October, 1S37. 

^ J. B. Richards (Americen Trade Cnmmiaeioncr in Indiel, Special Report No. 37, 
Jannai;, 1933. Also K. C. Mahindra of Meesre. Martin & Co. in the Inifian Ffnanee, dated 
July 18 and 20, 1929. 

3 " The Managing Agency System— the problem in relation to Indian Fndastriul 
Development " — an article in tbe Indian Ftnonce, July 13 and ^0, 1929. 
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the system originated, it is firmly implanted in the industrial 
organisatian of India to-day. Ever since its inception, it has/ 
been closely associated with the industrial development of the 
country. Even now when an industrial company has to be-' 
floated, it is almost invariably the practice to connect it with an 
existing house of Managing Agents or create a new Agency 
to look after it when started.- 


Managing a gencies generally come int o—existence-on— the 
ncca aion of the promotion of a iQin t-3to_ck_cQinpimy. There is no 
company promoter in India in the same sense ns in England. 
His place, as already nSed, i s taken by the managing agen t 
hore^ A group of persons, a syndicate or a firm of managi ng 
■sorentsti ^c the initiafe _jji_flaating-ii-eompany. They under- 
taiiTaifthe risks andbear all the initial expenses of experiment 


and research. The enterprise cannot be launched before the 
public and the latter cannot be invited to subscribe to its. capital 
unless and until the promoters are definitely assured that it is a 


really workable proposition. Even when the promoters are 
perfectly satisfH that the promotion miy be made profitable, 
an intermediate stage, that of a private company, follows before 
the public are finally asked to put their money in the venture. 
The private company may be’earried on for sometime till it may 
he brought to the profit-earning stage. It is tbeu^coasidered 
ro.'idv tor oirer to the public. All the prelirainaries'faave by this 

eood deal of spade-work done and a 

routine established. The company can now safely be launched 
unon the nuhlic. In the West the pro moter is i-ewai-de d_j£_tbe 

grant of cash or thcliraonorjome_sto^^ 

f 1.0 ■nmmoterraro r ewarded ji yjlg mg entrusted w it h .. t he 
concern s in creating which they h ave 

maM^n“aieucy9^a Sons, LtikT^ created with reference 
to tlwTiUa Iron and Steel Co., the Indian Cement Co., and tbe 
Tata Hydro-Electric Co. In the West the promoter ceases to take 
any invest in the venture as soon as the promotion is completed. 


21— I223B 
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' He is only interested in a successful issue and prosperity or 
adversity of the business in later years is entirely a matter of 
indifference to him. But the managing agent s here rem ain 
cl osely associated with the busineaa-tbev have promoted for a 
f airly long period, and tbeir_iDtere5ts become identified Tvi fli 
th ose of the company . Here their activities are comparable 
not to those of the English company promoter but are 
reminiscent of the practice of G-erman banks in the earlier years. 
Like them the managing agents have played an important part 
in nourishing the enterprises they have promoted. They have 
stood by them in their young and immature stage, attending to 
their financial needs and ministering to their ailments in every 
phase of their development. 

j Managing agency firms are chiefly partnerships or private 
jlimited companies. Proprietary firms or public limited companies 
are not unknown but the partnership agency firms predominate. 
Of the tS6 firms of managing agents in Calcutta, only 7 are 
limited companies, all the rest being partnerships. Most of these 
limited companies, again, were originally partnerships wliich 
have subsequently been converted. Messrs. Andrew Yule & Co., 
Ltd., furnishes a typical instance where a partnership has been 
converted into a private limited company. The private limited 
managing agency companies are generally nothing but family 
firms that have converted themselves into such companies to 
take advantage of the limited liability afforded by the Companies 
Act. 

The managing agency firms may thus be described as either 
partnerships or private limited companies, formed by a group' of 
individuals with strong financial resources and considerable 
business enterprise.^ They do the preliminaiy work of research 
and experiment, preced ent to the starting of new con^r ns, 
promote joint-stock companies, employ their own funds f or 
financing the requirements of the concerns in their group or 
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arr apge for sucli finaoce bv actiag as guarantors and as the natne 
im ^s manage tbeir busines s.^ Besides the promoting, finann- 
ing and managing of industrial concerns, a number of other 
functions usually called “ subsidiary services ” have come to be 
associated with them. They'~act as a gents for marketing th e 
pro duce of their com nanics and also fo r purchasing their repuir e- 
me nts of_raw m aterials, store and machine ry. In addition to 
all this, the larger and more important among these firms, 
especially in the Calcutta side, co nduct a great variety of busines s, 
suc h as export and imp or^adc, b anking and various kinds o f 
age ncy busin ess.- The activities of one well-known firm of 
managing agents in Calcutta are found to be carried on in as 
many as 15 different departments.® 

Calcutta is the home of the managing agency. It is here 
that the system first originated. But as the utility of the system 
came to be perceived, it spread over to other industrial centres 
such as Bombay, Abmedabad, Madras and Cawnpore. The 
greatest development of the system has, however, been 
reached iu Calcutta, Bombay and Abmedabad. In Bombay and 
Abmedabad the managing agency firms are mostly Indian and 
the system, is associated chiefly with one kind of industry — the 
cotton mill industry. I n a few instances only the managemen t 
of more than one kind of business may be ob.ser ved. The 
most notable instance in this respect is that of the Tatas who 
are interested in iron and steel, cotton, hydro-electric and 
cement industries. But in C alcutta the important agency firm s 
are mainly European and they are conne ctRd -ffiilJi .^jadety 
of enterprises. 

The mna Mtiitinn of the managing agen cy is slightly different 
in the three industrial centres—Bombay, Ab medab ad and (^1- 


* PuDiDdik&ri BanhiTifj iii TndiO/P, 215. 

* ETidence of BenKal Chnmberor Commeire, Indion Central Banking Enquiry Com- 
mittee, Vol. m, p. 3S4. 

S Thacker’s Indian Direeiori!, 103S, pp. 30-81. 
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cutfca. T he chief distinguisbiog f eature is that t he managi ng 
agen cy is perm a cen t and hereditary invarial)ly in Ahinednh ad 
a nd in some ipstances in Bombay but not so in Galcnfta. T ho 
big European managing agency firms in Calcutta have so many 
more partners — they numbered fourteen in the case of Barry & 
Co. in 1935 ^ — than the managing agency firms in the other two 
centres that there is not the same scope here to capture a 
managing agency and keep it going on in the family. But an 
attempt is always made to bring into the business an outside 
element carrying with it industrial experience or technical know- 
ledge or even some capital. Some of the Senior Assistants are 
in this manner frequently made partners of the firm, when- an 
opening is created for them by the retirement of the senior or 
other partners. Numerous instances can be quoted to show that 
the assistants of the past have become partners, even senior 
partners of to-day. On the retirement- of the partners they are 
not necessarily succeeded by their sons or nephews but frequently 
by other assistants. It is often found that a member of the 
founder’s family, a son or a nephew, does not automatically 
become a partner of the firm but serves as an assistant in the 
firm. Sometimes but not invariably he becomes a partner after 
acquiring sufficient experience or technical knowledge. Thus 
although the firm may have some representatives of the founder’s 
family, the flresence of so many other partners in it obviates any 
possible degeneration due to family succession.* 

Functions of the Managing Agents : 

The Managing Agent fulfils th ree important function s in the 
industrial economy of India. He combines in him the functions 
at once ®f the en treprene tir, the c apitalis t and the b usines s 
manager. As an entrepreneur, the managing agents have taken 
upon themselves all the risks and res ponsi bilities of pioneering 

1 Tliafher's Indian Directory 1985. 

■ ! Evidence, Bengal •Ghember of Coiumerce, Indian Tariff Board .(Cotton Textile 
Indnstry), 1927, Vol. HI (Evidencesl, p. 322 
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new industries in a country where industrial development had 
scarcely been significant. As Mr. Mahindra has observed, th e 
ma naging agen ts have led the way for a systematic in clustri al 
advance in the country. “ Tbeir courage and faith to conduct 
preliminary experiment and research, their ability and willingness 
to furnish the necessary finances, their sporting preparedness to 
face all risks and above all their vision and unerring instinct to 
perceive the commercial possibilities of a project ” have achieved 
for India a substantial measure of industrial progress. All the 
more important jute mills, cotton mills, tea gardens and the 
greater part of sugar factories, electric supply companies anr 
light railways were established and are still managed by them, 
The ir on and steel indus try and the h ydro-electric indu stry would 
never have reached their present stage without the enterprise of 
the Tatas, their managing agents. A number of other prosper-^ 
ous and flourishing industries of to-day would have yet been in 
the womb of future without the initiative of managing agents. 
They were the pioneers in the field of industry in the country 
and have borne all the losses of pioneer industrialibm. 

Managing Agents in the R6le of the Industrial Financier 

The attribute of the managing agent that has most attracted 
public attention is his role a s a capita list, the supplier of industrial 
finance. Sir Victor Sassoon described the arrangement of finance 
for the companies under his control as the most valuable function 
of the managing agent,* The provision of finance not only for 
initial fixed capital ex penditu re but also for subsequent regrgani- 
pation, fs-toTiginna and mod ernisati on as well as for working 
c^tal purposes has to be arranged for by the managing agents. 
Tli^ furnish this finance in various ways : by themselves subscrib- 
ine to the share capital^midJebjeQliires of joint-stock comBameB 
or getting tllSisubscrM by tbeir friends^ and . relatives,., .by 
a rranging lonns from banks and pledging tb eix- ffl i a r an t ee -. fn L th e 


1 Indian Cnrrency Commistion, 1920, Vol V, Q. 6008-9. 
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loans, by att racting dep osits from the public on the strength of 
their reputation and standing in the business world and last but 
not least by ma king advances to their compa nies from their own 
pr ivate resou rces at certain agreed rates of interest. Not only 
do the managing agents themselves subscribe to the shares and 
debentures of the companies they manage but t hey assist i n the 
placing of their securities on the marke t as the underwriters o r 
iss ue houses of the West or the “ industrialbanks ” of the Conti- 
nent do. They thus perform the useful function of bringing 
together the investor and the company. 

The part played by managing agents as an industrial financier 
has been so important and has aroused so much public interest 
that it is worth while to examine in some detail the various forms 
in which they have rendered this financial assistance to industry. 
The provision of fixed initial capital to industry by means of 
s ubscription to its share cap ital is the most important element in 
industrial financing and it will be interesting to investigate to 
what extent managing agents furnish initial capital to industry 
in this form. So far as the Abmedabad cotton mill industry is 
concerned, the claim of managing agents that they provide fixed 
initial capital by means of subscription to share capital is in the 
main justified. Mr. Kasturbhai Lalbhai, representing the Mill- 
owners’ Association in Ahmedabad, stated before the Tariff Board 
of 1932 that in. several cases managing agents then held 3/5ths of 
th e shar es in the cotton mills. There w-ere even individual cases 
where 86 to S0% of the shares uere owned by them. ^ As regards 
the Bombay mills, a careful perusal of the evidences tendered 
before the Tariff Boards of 1927 and 1932 gives one the impres- 
sion that the man aging agents were the majority sharehold ers.^ 
The managing agents of the Bengal cotton mil ls have not th e 
s ame large stake in their companies as their confreres in Abmeda- 
bad and Bombay. (.hey linyp n fair nmnnrit, of shareholdings. 

^ ETidence of the Ahmedabad ]SililloTVQers' Aeaoaiatioii, Indian Tariff Board (Cotton 
Textile Indnatr;), 1932, Vol IV, p. 189. 

* Indian Tariff Board (Cotton Textile loduetr;), 1927, Vol. IV, p. 248. 
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For instance, in tbe Bengal Lusmi the managing agents hold 
25% of the share capital, in the Mahaluxmi 10%' and in the 
Mohini 5%.^ In the case of the recently started Basanti Mills, 
there appears to he an exception for here the managing agents 
with their relatives and friends oum nearly 80% of the share 
capital.' Four of the partners of the managing agency firm along 
with one relative are found to hold 25,000 shares out of a total of 
■51,980 shares taken up.® 

It will be interesting to investigate the position in this respect 
in the j ute mil ls under the Calcutta firms of managing agents. 
We have studied the Summaries of Capital and Lists of Share^ 
holders of a considerable number of jute mill companies. The 
s hares are not always held in the nam e of the managing agen cy 
The y are often held in the name of the various partners of 
the firm and snm.>h‘mps in the name of their wives and daughte rs 
and e ven other rel atives. The share registers, however, do not 
always give a definite idea on account of the system of blank 
transfer which is prevalent in Calcutta but not in Bombay. The 
shares held in the name of a managing agency firm and its partners 
may be considerably more or less than the number indicated in 
the register because some shares may be held on blank transfer. 
It will, therefore, be somewhat difficult for us to make any states 
ment on the extent of the managing agents’ shareholdings. 

Although it may be difficult to obtain an estimafe of the exact 
amount of shares held by managing agents in a company, a fair 
index of tbe extent of their holdings may be bad from a study of 
the Summaries of Capital and Lists of Shareholders in two differ^ 
ent periods, tbe one in tbe year after the incorporation of the 
company when tbe first list was filed and tbe other in the 
present times. An estimate of the extent of the apnts’ 
holdings in the first period based on the amounts as given in the 


1 Letters to the writor from the Managing Agents of the mills concernea in reply to 


Iii.s qoostionnaircs. 

! Prospectus of the Baeonti MiU«, I>ta. 

3 Bamatsv of OtpM oad Jjhfx oS Sbwebtdaers maae up 


to the 8rd Norember, 1934, 
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earliest lists of sliareholciers is not likely to be vitiated very much 
by the practice of blank transfer. The transfer and re-transfer 
of shares must have begun later. A comparison of the extent of 
shareholdings at the two different period? will also assist us to 
discover any possible tendency among the agents to reduce their 
holdings and dispose of the same to tlie investing public. A care- 
ful examination of the Summaries of Capital and Lists of Share- 
holders filed with the Rcgi.strar of Joint-Stock Companies, Calcutta, 
at the two dillcrent periods lias given the following results : — 


N«mc of Julc Co. Ycnr. 


(1) The Aiicltlnnd Jute Mills, 1009 

Ltd. ' (MtssrB. Bird &. Co.) 1931 

(2) The Kankmarrah Jute Milla, 1883 

Ltd ® (Messrs. Jnrdinc 
Skinner & Co.) 1935 

(3) The Hooghly Jute Mills, Ltd.^ 1914 
(Messrs. Gillandcrs Arhuthnot 

& Co.) 1935 

(4) The Naihati Jute Mills Co.. 1900 

Ltd.'* 

(Messrs. Heilgers »S: Co.) 1934 

(5) The Kelvin Jute Co., Ltd.'* 1908 
(Messrs. Mcleod & Co.) 1935 


Total number 
of aim tea. 

No, of 
abates 
held by 
.Nfanaging 
Agents. 

Percentage 
of total 
capital iieid 
by Manging 
Agents. 

20,000 

420 

2-l\ 

30,000 

735 

2-4J 

14,000 

3,835 

27-7] 

40.000 

4,005 

ll-oi 

l,f)9,COO 

20,055 

12-9‘1 

1,59 COO 

9,069 

.5-cJ 

11,000 

1,125 

IO-2'I 

17,500 

1,5,5 

•ej 

10,000 

1,.518 

9M-) 

17,000 

76 



There is a»practice with some Calcutta agency firms to own 
subsidiary companies which play a part in the financing of the 
concerns under the management of the parent companies. In 


’ SumnisricB of Cnpital and Lists of Shorelioldcrs made up to S9lh June, ISOO ddi] up 
to lllb May, 193J. 

^ Summaries of Capital aud Lists of Sbaroholdcra mode up to Slat Drcember, 1SS3 and 
up to 16th February, 1936, 

3 Summaries of Capitai and Lists of Sbareboldcrs made up to Srd August, 101.1 and up 
to Slst June, 1935. 

* Sumiuarics of Capitol and Lista of Sbarebnidera made up lo Sod April 190G and up 
to 24th Nofcmber, 1031. 

t Summaries of Capital and Lists of Sbarcboldcra made up to 2Clh August, lOaS and 
up to IStb April 1035, 
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forming an estimate of the extent of the managing agents’ share- 
holding in a concern, the amounts held by such subsidiary com- 
panies will have to be taken into consideration. The Calcutta 
Discount Company, a subsidiary of Messrs Andrew Yule & Co., 
Ltd., and the Strand Properties, Ltd., a subsidiary of Messrs. 
Mackinnon Mackenzie & Go., are two typical instances. 

The foregoing study of some representative lists of share-^ 
holders makes it fairly clear that the European managing 
agents in the case of the Calcutta jute mills have seldom contri- 
buted any considerable portion of their initial fixed capital. In a 
few cases they have no doubt subscribed to the share capital of 
the companies under their management to some extent. But 
there is a general tendency with them not to hold the shares 
permanently but to dispose of them to the investing public as 
soon as possible. This is evident from the examination we have 
made of the position in the two periods— the one immediately 
after the mills were started and the other in the present times. 


In many oases whore the agents held some shares in the beginning, 
they have gradually unloaded them among the public to such an 
extent that their holdings have become quite insignificant. Thus 
iL fly nrp. truly underwriting firms, holding very few shares i n 
M.o;r pnm^nnifis. alwavs e ndeavouriDg to pass them on to th e 
pubUTl^h^r possible. The managing agency system pre- 
sents in this respect a sharp contrast to that prevailing in the 
cotton mills of Bombay and Ahmedabad. The tradition in 
Calcutta is altogether different. The agents themselves have an 
entirely different conception of their functions in this respect. 

They take a pride in disposing of issues to the public and they 
consider themselves highly successful agents if they are able to 
dispose of the whole issue in this manner. If_ peope have 
ftith in thn nmnaeine agents, they will te anrio^n bn? t6e 
under ttoir mana jege'^- “ ‘f 
tUe i;SterirreBntation of the managing agents, lbs peate 
will be tbe indaoement to inrest in the companies promoW by 
them and tbe managing agents under snob cironmstanoes will be 


22— 1S23B 
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left with very few shares in their hands. Mr. K. G. Mahindra 
observed before the Tariff Board of 1932 that his firm, the 
Martins, did not hold even 20 of the shares of the companies 
under their managing agency because they prided themselves on 
the fact that they were successful agents.^ The nearer a concern 
can be brought to the point where the agent has to hold the small" 
est possible percentage of tlie share capital, the more successful 
will the agent be called. Like the Bombay and the A.hmedabad 
agents they are not inclined to lock up their resources by holding 
shares in their own portfolio but they take the earliest oppor- 
tunity to free their funds from the shareholdings in a company 
so that the same might be made available for the benefit 
of another company. It is only when public floatation proves a 
“ frost ” that managing agents are left with a large number of 
shares. • The public, for example, may subscribe only 20 of the 
capital and 80%;J may be lept in the hands of the managing agents 
in the beginning. Managing agents under such circumstances do 
not close down the concern but devote themselves earnestly to the 
task of showing to the public that the company would work well.® 
After a few years when they have been able to show for the 
company a good record, the proposition becomes attractive to the 
public who had previously shunned it and the shares are quickly 
disposed of. Here again the managing agents fulfil their func- 
tions as intermediaries between the company and the investors. 
Their shareholdings at the start are never voluntary and at the 
earliest opportunity they are sold out. This aspect of their 
activity may very usefully be compared to similar functions per- 
formed by the industrial banks of Germany in the investment field. 

As regards the position in the cotton mills of Bombay to-day 
the statement that the majority of the shares in the different mill 
companies are held by managing agents is also debatable. Ever 

* Evidence of Mr. K. 0. Mahindra of Messrs. Martin & Co., Indian Tariff Board 
Cotton Textile Industry), 1932, Vol. V, p. 67. 

7 Letter from Messrs. Martin Jc Co., 14th Sept., 1932. Mernorandutn of Notes by Mr. 
K. G. Mahindra, Indian Tariff Board iCotton Textile Industry), 1932, Vol, HI, p. 217. 
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since the cotton mill industry was caught in the post-war depres- 
sion, managing agents have been steadily unloading the shares on 
the stock exchange. Their holdings have in many instances been 
severely reduced. Mr. J. J. Kapadia made certain investigations 
into the lists of shareholders of a number of companies at the 
office of the Eegistrar of Joint-stock Companies, Bombay, and 
found that in the case of some mills the agents’ holdings were 
insignificant. In one instance 6,000 shares were divided among 
500 persona of which the managing agents held only 83. In 
another case out of 4,000 preference shares, 2,863 shares stood 
in the name of a Maharajah and out of 7,500 ordinary shares, 
the number of shareholders was 800, the managing agents holding 
only 341 shares. * "Whatever might have been the position in 
the earlier years, the managing agents are not to-day the principal 
shareholders in the Bombay cotton mill industry. Their holdings 
are in many cases a small fraction of the total capital and fre* 
quently less than those of single individual holders. In the 
Bradbury Mills, for instance, the managing agents, Messrs. 
Gurrimbhoy Bbrahim & Sons, Ltd., held 624 shares including 40 
in the name of Sir J. Gurrimbhoy out of a total of 4,000 ordinary 
and 6,000 preference shares or 0 ‘ 2 %[. In the Kasturchand Mills 
the agents also held 624 shares only out of a total of 0,600 shares 
or 6’5%. 

The question of the stake of managing agents in the concerns 
under their control has aroused a great deal of interest, A com- 
paratively heavy stake in the enterprise by means of shareholdings 
has generally been considered highly desirable. The more subs- 
tantial the interest of the managing agents in the share capital 
of the company, the more ensured the identity of interest 
between the agent and the company. It has often been suggested 
that they should have a statutory holding of at least 25% ; 
as high a percentage as 60^ has been advocated. The 

1 Oial E-^Wence of Bombay Shoreholdei*' Aasociation, Indian Tariff Board (Cotton 
Textile Industry), 1932, Tol. V, p. 130. 



172 


IKDUSTIUAL FJNAKCr, IN INDIA 


anxiety is always there to safeguard the interests of the share- 
holders. If the agents’ holdings are insignificant, say 10%, or 
even less, there might conceivably be a sort of divergence of in- 
terest between the agent and the company. His financial stake in 
the industry is nil and he will not be induced to manage it care- 
fully and efficiently. The absence of practically any shareholdings 
by managing agents in Calcutta in the concerns under their 
management may from this point of view be a source of grave 
anxiety to the shareholders. There have actually been cases 
where efficiency of management has varied with the interests of 
managing agents in their respective concerns. A well-known firm 
of European managing agents controlling a large number of jute 
mills only a few 3 'ears ago met with severe criticisms in the hands 
of shareholders who complained that the agents’ holdings in the 
companies under their managements were only of the total 
capital and this was responsible for the fact that the jute compa- 
nies under these particular managing agents were not making any 
profits. While admitting the desirability of managing agents 
having a substantial stake in the enterprise, it must be pointed 
out that the shareholders’ interci^ts will not be jeopardised if the 
agents regard their connection with the company not merely from 
the viewpoint of commercial interest but as a matter involving 
their reputation. Under such circumstances the question of the 
stake will natiirally he shorn of much of the importance which is 
frequently attached to it. As the Tariff Board have rightly point- 
ed out in their Report (1932), “ Where the managing agent re- 
presents a high standard of ability and sense of responsibility, it 
may make little difference to the company to what extent the 
managing agent is interested in the share capital of the company. 
The better class of managing agent works partly for the remune- 
ration fixed for him under his agreement but partly also out of 
regard for his reputation and out of a sense of pride in the tradi- 
tion of management associated with his concern.”^ It should 

^ Beport of the IniliaD Tariff Board regarding the grant of protection to the Cotton 
Textile Industry, 1932, p. 8G. 
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also be remembered that ■when the managing agents’ holdings are 
preponderant, the rest of the shareholders have very little effective 
voice in the management of the company whose control remains 
entirely with the managing agents. Indeed where the manage- 
ment is not efficient, the holding of a considerable portion of the 
share capital by the managing agent may be fraught with disas- 
trous consequences for the company. In some quarters there has 
even been a strong feeling to restrict the managing agent’s hold- 
ings to a definite percentage of the shares of the company. ^ 

From the foregoing study, it is clear that although the 
managing agents have in some cases participated in the share 
capital of industrial companies, any suggestion that they are singly 
the most important or largest shareholders will be, with a few 
exceptions^ incorrect and misleading, at least in the present times. 
Contrary to general belief, it appears that their contribution to 
fixed initial capital by way of subscription to shares has not been 
considerable. The managing agents have, however^ nonfrihntft d 
t o^ fixed capital expenditure in another fo rm. F or, the purpose of 
fin ancing schemes of extension and reorganisation in onnppcTie 
un der their management they have frequently furnished long- 
t erm loans or have taken up debentures in large amounts Th e 
i mportance of this aspect of the managing agents’ role as an 
i ndustrial financier can hardly be over-estimated in .Ri.nniinkv where 
th ere is no organ isafinn which can furnish loans against the-fixed' 
n ssftts nf nr where debentures _a ifi unt.a,s.nonukr-a.method 

of i-nvft stment as in the. iSf est. In the case of the Bombay cotton 
mills where figures for managing agents’ holdings of debentures 
are available, it is found that Rs. 45*5 lakhs out of a total deben- 
ture issue of Rs. 238 lakhs were taken up by them. ® In the 
recent years of unusual difficulty they spent not less than Rs. 75 
lakhs there in the matter of new equipment. ® 

1 See Legislative Assembly Debates, Vol. 'VI, No. 8 f9th Sept., 1936), p, 733. 

» Inaian Cential BanWng Enquiry Committee. Vol. I. Part I (Majority Report), p. 278. 

5 Speech of Mr. (now Sir) H. Mody, LegislatiTO Assembly Debates, March, 1930, Vol. 
m, pp. 1766-67. 
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D uring the development period or during a period of depre s- 
s ion ivben banks woulti not, arlrannft mmiev or the public wo uld 
not take up debentures, they have rendered considerable financ ial 
as sistanc e. The re ar e some industries which require quite a 
n umber of years before they become profitab le. Eor the first 
seven, eight or ten years no profits are earned and they require 
careful nursing during this development period. T he tea indus try 
is a case in P oint. Tea gardens become paying propositions in 
at least the sixth or seventh j'ear. A considerable amount of ex- 
penditure has to be incurred without any return during this 
period of development. The industry is nursed by managing 
agents during all these barren years. Very few tea-companies in- 
India can, on the strength of their share capital alone^ stop liqui- 
dation. El ectricIty suDDlv compan ies are another form of indus- 
try which require at least in this country a pretty large number 
of years before they can show profits. The advances and guaran- 
tees of managing agents running frequently to several lakhs of 
rupees serve to sustain the struggling concerns during this period. 
A firm of managing agents financing such companies at Bhagal- 
pore, Muzaffarpore, Cuttack, Mirzapur and Mangalore advanced 
and guaranteed in this way 12 lakhs of rupees. They would have 
certainly gone into liquidation without- the financial assistance of 
their managing agents. * 

There are indeed numerous instances where the managing 
agents have saved enterprises from ruin by timely loans and 
subscription to debentures. A company for the production of 
aeroplane spirit in Bengal, the pioneer company in this line in 
India, which was started in 1918 with a capital of. Rs. T2 lakhs 
was saved from liquidation in 1923 by the financial assistance of 
managing agents to the extent of Es. 17 lakhs. The company is 
paying to-day a dividend . of 8%;. ■ The Paper Pulp Company 
started in 1919 showed a debit of nearly 16 lakhs for the first 9 

* Legislative Assembly Debates (Sir N. N. Siroat’s speech), Vol. VI, No. 9,p. 807. 

S Legislative Assembly Debates (Sir L. Hudson’ Speech}, Vol. VII, No. 7. . 
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years. The advances made by managing agents fluctuated 
between Ks. 15 to 25 lakhs. The Kumardhubi Engineering 
Works obtained from time to time loans from their managing 
agents amounting to Rs. 22f- lakhs. Without this finance they 
could not carry on. ^ 

During a general crisis or depression in a particular industr y 
m anaging agents have similarly lent their financial assistan ce 
a nd saved many industries from certain mi n. In the difficult 
years of 1920-21 when the banks would not advance money, the 
managing agents of seven Indian tea garden companies advanced 
Es. 7 lakhs to help them through the slump. Five of them have 
-already recovered to a dividend-paying stage.* In another 
instance, in the case of a company whose works are situated in 
Northern India, the managing agents made unsecured advances 
to the extent of Es. 28 lakhs in 1923 and in the next year took 
up nearly 2i| lakhs of a debenture issue of 25 lakhs when the 
debentures could not be sold owing to a lack of confidence in 
the company. The concern is in a very sound position to-day.® 
In many cases managing agents in their efforts to keep up 
struggling concerns during a series of disastrous years continued 
making unsecured advances and increasing their financial risk 
and in the end nearly lost their all. The managing agents of 
Britannia Engineering Company lost in this way 5 lakhs, of Russa 
Engineering Company 7 lakhs, of Indian Tanneries 26J lakhs, 
of Satikdih Coal Company 2| lakhs and so on.^ Had not th e 
m anag ing agents retrieved the companies by their steady an d 
■ persiste nt nursing at considerable sacrifice through all the barre n 
years of their existence, they would have been forced into 
li^ida tion, many a valuable industry would have been lost t o 
the country and the shareholders would ha?e_bst.tbpir-ali. 


1 (Sir N. N. Sitear’B Speech), Vol. VI, No. 9, pp. 806-7. 

* Ibid. (Sir L. Hudson's speech), Vol. VH, No. 7, p. 1762. 
3 Ibid. 

* Ibid., Vol. VI, No. 109. 
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A uotber import-apt form of financial assistance rendered b y 
m anagigg agents has been the provision of working funds for 
^i ndust ry. In Bombay and Ahmedabad they attract enormous 
deposits from the public for financing the current expenditure of 
cotton mills. As a result of the recent depression the deposits 
have no doubt declined but in the years before the depression, 
the total amount was considerable. In March, 1924, total un- 
secured loans, mostly in the form of deposits, amounted in the 
case of Bombay Mills to Rs. 11‘9 crores. Bven on the 1st of 
October, 1930, the deposits held by 64 mills in Bombay were 
Rs. 2’73 crores. Eleven per cent, of the total finance required 
was derived from this source tilone. The total deposits in the 
Ahmedabad Mills have been estimated to be more than 7 crores.’ 

It is the financial standing and reputation of the mana ging 
ag ents that have served to draw such enormous funds into the 
m ill indus try. N ot only do the managing agents attract deposi ts 
in t his manner but they have also to furnish the .vorking fu nds 
themselves. The amounts loaned by managing agents to the 
Bombay and Ahmedabad cotton mills totalled in October, 1930, 
Rs. 5’32 crores and 2‘6 crores, respectively. These formed 21% 
and 24% of the total finance required by the mills while bank 
loans formed only 9%‘ and 4%^.^ This gives an idea of the 
preponderating nature of the financial assistance rendered by 
managing agents. Provisions are sometimes expressly inserted 
in the managing agency agreement itself that the agents will be 
under an obligation to furnish the working funds to the company 
at an agreed rate of interest.® In Calcutta, where managing 
agents are not interested in the share capital of their companies 
to the same extent as in Bombay and Ahmedabad and where 
deposits are not in vogue, industrial finance is provided by them 
to a great extent in the form of loans on current account. The 

^ neport or the lodian Ceatral Ba.akiag Eaqairy Committee, Vol. I, Part I, p. 278 ; also 
Vol. m, p. 481. 

2 IbiTi., p. 278. 

2 01. 22, Managing Agency Agreement, The Mobini Mills, Ltd, 
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balance-sheets of a large number of jute mills indicate the 
enormous amounts due to managing agents in this way. 

Besides attracting deposits and assisting industry directly by 
furnishing their ovm funds, the managing agents render invalu- 
ab le financial assistance in an indirect manner as they arrang e 
for a nd liave to give their guarantee for all the bank loans, cash 
cr edits and overdrafts required bv the indu 5tml-£oncerns..nuder 
t heir manageme nt. The Imperial Bank of India and following 
it the other commercial banks as well are unwilling to lend 
current finance on the promissory note of the industrial company 
against the hypothecation of its liquid assets. They insist on an 
additional guarantee from the managing agents. This guaran- 
tee is sometimes not dispensed with even when a regular 
pledge is given and the banks are in physical possession of the 
goods. The practice of re quiring two signat ures is an essentia] 
pari of the present banking structure of the country. Under the 
circumstances industry cannot raise its working finance from the 
banks without the help of the managing agents. Bank loans 


do not indeed form a considerable portion of the total working 
finances of the Bombay cotton mill industry and they play a 
.still less important pari in the financing of the Ahmedabad mill 
industry. But whatever banking assistance has been secured, 
has been done with the help of the managing agents’ guarantee. 
In Calcutta and elsewhere where the system of financing current 
expenditure by attracting deposits is not prevalent, industry has to 
depend to a far greater extent on banking assistance. The 
Manacrin*^ Agents here arc almost indispensable in securing for 
indnsfry its current finance. There is, however, a slight difference 
witl) the practice in Bombay. In Calcutta the managing agents 
in many cases have not to give their personal guaranlee as in 
Bombay, but they merely give a guarantee that the overdiafts 
granted are alway.s covered by stocks. 


1 Report ot Ibo Indi»u Central Bankiog Eoguiry Comnutce, Vol. I. Part I, p. i!76. 
23-1223B 


178 


INDUSTRIAL FINANCE IN INDIA 


The managing agent not only . furnishes the necessary 
finances or arranges for them but by affixing his name t o tliR 
pr ospectus of the company induces the investing public to com e 
ou twith their purse for subscription to the capital of . 

T he affixing of his name to the prospectus means tn the inves tors 
th e setting of the seal of his approval to the enterprise and the y 
a re attracted by thousands towurds tbf. r.nnip nr.y The well- 
regulated firms of managing agents have created a tradition and 
built up a reputation in the business world. The public have 
unbounded faith in such managing agents and do not make the 
slightest hesitation to put their savings in their hands. There 
has been in recent years a tendency to minimise the importance 
of the role played by managing agents as an industrial financier. 
The manging agent’s power to attract capital has been doubted. 
But a glance at the pages of India’s industrial history will at 
once leveal what an enormous hold good managing agency houses 
have over the investing public— -what an attractive field of invest- 
ment the businesses under their management have always been 
considered. They have never lacked the support of the investors 
and they have never failed to raise whatever finance they require. 
To mention only one instance, which is typical of well-reputed 
firms of managing agents : the Iro n and Steel Industry under the 
m^nagiug^gency of the Tata s. In the beginning it w-as believed 
that the enormbus amount of money required for constructing 
and equipping a modern steel factory would not be found in the 
country and recourse was made to the London money market. 
But the London negotiations broke down and it was decided to 
appeal to the Indian investing public for financial support of the 
gigantic scheme. 

The response was magnificent. The entire capital required 
for the construction works amounting to more than one and a 
half crore was subscribed at the end of three weeks only. An 
idea may be formed of what a tremendous rush there was for 
the shares from the graphic description given by Mr. Axel 
Sahlim, one of the consulting engineers of the Tatas^ while 
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lecturing before the Staffordshire Iron and Steel Institute in 
1912 

“ From early morning till late at night, the Tata offices in 
Bombay were besieged by an eager crowd of investors. Old and 
young, rich and poor, men and w^omen, they came offering their 
mites and at the end of three weeks, the entire capital required 
for construction equipments, dB 1,650,000, was secured, every 
penny being contributed by some 8,000 Indians." * 

The above account bears eloquent testimony to the trust and 
confidence which a good house of managing agents creates in the 
minds of the public. No better proof could be given of the power 
of managing agents to attract Indian capital to the hitherio 
untrodden paths of industrial investment. 

The s ugar indu str y is a more recent case in ji oint. At a 
time when investors were holding aloof from capital investment 
all over the world, the sugar companies floated in India had 
never lacked their financial support. Their issued capital had 
been fully subscribed and even oversubscribed almost imrnediatply 
after their flotation. This was principally due not only to the ■ 
grant of protection but also to the fact that most of them had 
been established under the managing agency of very able and _ 
well-known firms. The raising of capital from the investing^ 
public would never have been so easy a matter if the companies 
were not floated under the segies of firms in whose ability and 
financial standing they had immeasurable confidence. 

We have made a special study of the lists of shareholders 
in the case of the jute mills under Calcutta firms of managing 
agents at the office of the Eegistrar of Joint-Stock Companies, 
Bengal. One fact of startling importance that at once leaps to 
the eye is the steady increase of financial stake of Indians in the 
jute mill industry. In the earliest stages of the development 
of the industry, scarcely an Indian owned a share in any of the 

J Qaol'ea in ne Capilfll. Indian Industries, Trade and Transport Supplement, Dec , 

1933, p. 46. 
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jute mills. Almost all the jute mill shares ’^’ere held by Europeans 
and the names of one or two Indians only could sometimes be 
found among the lists of shareholders. Thus in the first 
Summary of Capital and List of Shareholders which was made up 
to 3Lst January, 1896, of the Albion Jute Mills Co., Ltd., the 
name of a single Indian could be seen. He owned only 25 ordinary 
and 25 preference shares out of a total of 6,000 ordinary and 5,000_ 
preference shares of Bs. 100 each.^ Even as late as the year 1909 
we find the name of only one Indian as a shareholder in another 
jute mill, mz., the Auckland Jute Co., Ltd. He held 160 shares 
only out of a total of 20,000 shares of the value of Bs. 100 each.- 
During the last 15 or 16 years a remarkable change has been 
taking place in the domicile of proprietory interests. Indianisa- 
tion of jute mill stock has been proceeding rapidly and to*day 
more than 60^ of the shares are held by Indians all over the 
country. The dispersion of proprietory interests which we have 
observed in the case of the jute mills is generally true of other 
businesses as well. This tendency of the notoriously shy Indian 
capital readily seeking investment in the jute mill and other 
industries clearly shows an abounding faith in the firms of 
managing agents which control them. The Indian investor 
would never have parted with his money unless he had believed 
that it was safe in the hands of the managing agents. 

Managing agents have certainly created a feeling of trust 
and confidence w'hich tends to encourage a steady flow of capital 
into industry. Indian industrial history abounds with numerous 
examples to show that a venture promoted by a w'ell-reputed 
managing agency house is likely to attract public money more 
easily and quickly and to a larger extent than a similar venture 
under a managing director. In fact the system of managing 
agency has a far greater list of successes in the country than any 

* Summar; of Capital and Liat of Shareholders made up to Slsf Jan., 1896— T/ie Albion 
Jute Mills, Ltd. , 

Sammary of Capital and List of Shareholders made np to29th June, 3909 — The 
Auckland Jute Co., Ltd. 
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other system of mnuagement. 3 'et Mr. Mann Siibedar in 
his Minority Report of the Indian Central Banking Enquiry 
Gomniittee did not liesitate to observe, ** The managing agenc 3 ’ 
system tends not to encourage- but to check the flow of capital 
in industry." Perhaps no other system would have been able to 
dispel the shadow of doubt and suspicion which tended to magnify 
in the ey’es of the Indian investor normal risks in industrial 
investment to a most disproportionate extent. The supreme 
achievement of Managing Agency has been to draw Indian capital 
away from its traditional preference for land investments into the 
field of industrial participation. 


Defects of the Managing Agency System of Finance— 
Intcr-investmcnt of Mill funds : 

Altliough the managing agency system has rendered a very 
useful service to Indian industry by furnishing the necessary 
finances directly or indirectly, the system of financing by 
managing agents has been open to g rave defects . In many 
cases they have pursued such unsound and questionable methods 
in financing industries under their control that the w hole syst em 
of fin Mcing by managing agents has come to be regarded as 
unreli able, uncertain and unstab le. T he practice of inter - 
inv estment of f unds by managing a gents constitutes perhaps the 
mo st vital defect in this svsie_m _Qlj&nance . 

The surplus funds of one mill may sometimes be invested 
in the shares and debentures of another mill under the same 
managing agency. Funds raised on the credit of one coucernl 
may be lent to another under the same agents. There have 
been several cases in recent years where such a practice has 
been followed in the cotton mill industry. The balance-sheets 
of various cotton mills both in Bombay and Ahmedabad are 
dotted with records of loans and advances to companies in 
which the same agents are interested. The Nagpur, Swadeshi 
and Ahmedabad Advance Mills purchased in 1922 the debenture. 
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issued by the Tata Mills under the same managing agency 
(Tata Sons, Ltd.) to the extent of Ks. 60,00,000 out of a total 
issue of Es. 1,00,00,000. In 1927 the Fazulbhoy, Pearl, 

Crescent and Indian Bleaching Mills all under the agency of 

Messrs. Currimbhoy Ibrahim & Sons, Ltd., purchased shares of 
the Premier Mills under the same .agents to the extent of 
Rs. 13,71,390. .The balance-sheet of Sir Shapurji Broacha 
Mills for the year ending 31st March, 1924, shows an advance 
of Es. 4,35,353-5-4 lo the Indian Woollen Mills under 
the same agents (Messrs. Matliradas Gokuldas & . Co.) and 
that of the Morarji Goculdas Mills for 30th June, 1925, 

shows a loan of Es. 1,27,210-10-11 to the Lharamsi Morarji 

Woollen Mills under the same management. The balance- 
sheet of the Finlay Mills for lb26 discloses a loan of 
Es. 5,50,000 to the Swan Mills under the same agents and that of 
the Gold Mohur Mills for 30th September, 1927, shows a loan of 
Rs. 3 lakhs from the Finlay Mills under the same agency.* 
Instances can easily be multiplied. Such a method of huancing 
i, is highly questionable. There may be no evil consequences 
when the financial standing of both the mills is very good but 
the interests of the shareholders us well as the larger interests 
of the industry may be seriously prejudiced when the funds of 
a concern of a strong financial position are employ'ed in financing 
a comparatively weaker one. Reserves of several well-established 
mills have in this manner been frittered away by lending them 
to others newly started by the same managing agents. 'When 
the new mills fell under evil days they dragged the old ones to 
liquidation along with them. ^ This interlocking of interests often 
spells ruin even for financially sound concerns which have been 
tacked on to weaker sister concerns. It tends also to perpetuate 
quite wastefully the life of even thoroughly insolvent or unsound . 
concerns which in the larger interests of the industry as a 


* Bepresentation to the Tariff Board, 1982 , of the Bombay Shnreholders' Association, 

dated 11th Jnne, 1932. 
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whole should be immediately closed down/' A reference to the 
proceedings of the Tariff Board of 1927, conducting the cotton 
textile industry enquiry will show several instances where this 
practice of mixing up the funds of different concerns resulted in 
heavy losses and in the ultimate ruin of the better concerns in 
an attempt to save the- weaker ones. The employment of the 
funds of the New Spinning Mill for financing the Haripur and 
the Ahmedabad Vepar Uttejak under the same management, the 
advances iri the cases of the Saraspnr, Edward and Srinagar 
Mills under the same agents and those in the case of the Whittle 
Mills (Broach), Asarva and Swadeshi Mills (Ahmedabad), Surat 
Industrial Mills, Viramgram Spinning and Manufacturing Com- 
pany, Viramgram Alfred Mills Co. and Kiilol Kapadia Mills, all 
under one agency— and the consequent heavy losses and liquida- 
tions arc matters of record.* The practice is not so rare as was 
supposed by the Tariff Board of 1927 and during the last few 
years of depression it has tended to grow considerably 

The practice is not entirely unknown in Calcutta. There 
are sQ.m-e managing agents who strictly adhere to the principle 
of refraining from lending the funds of one company to otheis 
under their control and management. In the Martins, for instance, 
there is no such practice. But we have come across some cases of 
Calcutta managing agents who have taken to the practice of inter- 
investing. The most notable instances in this conndction are those 
of the India Jute Co., Ltd., and the Megna Mills Co., Ltd., and 
of the Gourepore Jute Co., Ltd., and the Nuddea Jute Mills, 
Ltd., all in the group which consists of Mackinnon Mackenzie 
& Co., Barry &Co., and Mcneill & Co. The Summary of Capital 

and List of Shareholders of the Megna Mills on 31st December, 
1921, show that out of all 61,208 shares issued 50,000 were 


1 Memarandu'i' 
Government ot India 


of Pcdenilion of Indian Chambars of Commerce and Indnstiy to its 

rjgarding Amendmenta to Indian Companies’ Act, Dee.. 1934. See 


the Indian Feonomisf, January 7i 1935, p 393. . aia 

! Indian TariiT noard (Colton TeiUilo Indnetryi. 19-7, Ti 
3 Report of the Indian Taril! Board fCotton Textile Indnstiy). 1933. p. 85. 
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held by the India Jute Oo., Ltd.* The Megna was promoted 
in 1920 by the managing agents of the India Jute and the 
funds of the latter were invested in its share capital. Not only 
did the India Jute invest in the shares of the Megna but it had 
also been lending to it enormous funds ever since its establish- 
ment. On 30th September, 1922, the borrowings of the Megna 
from the India -Jute stood at Es. 65,52,000. At one time they 
touched the enormous figure of more than one crore of rupees.® 
The shares of the Megna have considerably depreciated in value, 
they were being quoted a few years ago at Es. 22-8 per- share 
while the nominal value was Es. 40. It gives an idea of the 
enormous loss sustained by the promoting company which held, 
still in 1935, 40,540 ordinary shares in the Megna representing 
more than 50% of its share capital.® 

The Directors’ Eeport of the Gourepore Company, Ltd., a 
jute concern under Barry & Co., for the half-year ending 
31st March, 1920, discloses a proposal for the payment of a bonus 
on ordinary capital at the rate of 400%' per annum by fully paid 
shares in the Nuddea Mills, Ltd., under the same managing 
agency, Es. 24 lakhs were thus.invested in the Nuddea shares. * 
The balance-sheets of the Gourepore show further investments 
in the 7^ mortgage debenture loan of the Nuddea Mills. The 
Gourepore Jute is also found to have invested in the Gourepore 
Electric Supply Company, Ltd., under the same managing 
agency. In 1935 it held in the Electric Company 33,500 ordinary 
shares of Es. 100 each,® 

Another instance is furnished by the Alliance Jute Mills, 
Go., Ltd., which utilised 15 lakhs of rupees out .of the undivided 
profits standing to the credit of its reserve fund in purchasing 

^ SaniiQ"ry of Capital and List of Shaieboiders : The Megna Mills. Ltd , IStli Dae., 1921. 

2 See Balance-abeels of the India dute Co., Ltd., and Megna Mill', Utd., from Sept., 
1922 to Sept., 1933. 

5 Jute Hills Review corrected up to 30th Sept., 1938. Ed. byH. P. Khandelwal. 

‘ Proceedings of the Ordinary Half-Yearly General Meeting of Shareholders held on 8th 
June, 1920. 

t Balance-sheet of the Gonrepore Co,, Ltd., dated 31sfc March, 1935. 
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150,000 shares of Es. 10 each in the capital of the Waverley 
Jute Mills Co., Ltd., under the same managing agents, Begg 
Dunlop & Co.’ 

Cases of inter-investment of funds in other industries are 
also to be found. There is, however, a dijfference with the 
Bombay practice for in most of these cases the managing agents 
were authorised by Special Eesolutions of shareholders in general 
meetings to make these investments. The acquisition of shares 
in sister companies under the managing agency by Special 
Eesolutions of shareholders in general meetings is not entirely 
unknown in Bombay and Ahmedabad and, as far as it goes, is 
to be preferred to direct action on the part of the managing 
.agents without the knowledge and previous consent of the 
shareholders, By a resolution of the company in general 
meeting, the Osman Shahi Mills under the agency of Messrs. 
Currimbhoy Ibrahim & Sons, purchased Bs. 12 lakhs worth of 
shares of the Azarajahi Mills under the same agency and the 
Eaipur Manufacturing Company took shares of the value of 
25 lakhs in the Arvind'Mills in the managing agency of which 
its agents were interested. Any way, this is an unsound method 
of financing and is liable to be abused. It is satisfactory to note, . 
however, that the Indian Companies Amendment Act of 1936 
includes provisions which aim at a restriction of the practice.* 

A 

Other Dejects of the Managing Agency System of Finance : 

The number of companies under the control of a managing 
agency firm is sometimes so large that the s train on its financia l 
re sourc es becomes very great. It becomes i mpossible on its pa rt 
to meet adequately the demands of the seve ral co ncerns under its 
mana geme nt. How heavy the financial strain may be is amply 
illustrated by the acquisition by the Currimbhoys of the agencies 


* Beturo of Allotmeol on 23cli Octsbcr, 1916, of the Waverley Jute Mills, Lid, 
i Sec. 87 F. 

24-1223B 
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of the Mathradas group of mills in 1923.^ The difficulties are 
/ further accentuated by the entire absence of any practice among 
managing agency firms to work in joint co-operation or in 
Syndicates when financing industry on a large scale. Invest- 
ment bankers all over the world have adopted this practice not 
only to solve the problem of financing which may be too big for 
any one of them singly but also to spread out the risks among 
the participants. These are not to be achieved under the Indian 
system of financing by managing agents. 

Althongh the most important function of managing agents 
is to render financial assistance to industrial concerns under their 
management, managing, agency agreements seldom make it 
obligatory for them to provide this assistance adequately. 
Elaborate provisions are found in the Articles of Association and 
the agreements themselves which stipulate that the managing 
agents will be entitled to charge and be paid by the companies 
interest, even with monthly rests, not only for all advances made 
by them but also for those made by the third parties, the 
repayment of which may have to be guaranteed by them.® But 
there is no reference to any obligation on their part to provide 
the requisite finance, or to any penalty in case they fail to do so, 
when required, on reasonable terms. The managing agency 
agreement of the Mohini Mills, Ltd., contains a clause to this 
effect. It is provided that the managing agents should remain 
obliged to advance up to Es. 60,000 for carrying on the work of 
the mill if necessary at 7^ interest, for which they will have 
the first charge on the movable and immovable property of the 
mill. If they fail to supply the money, they may be dismissed 
by the Directors and may even be required to compensate the 
mill company if it has suffered in any way owing to their 


* Indian Companies Act : Case for Amendment. Representation of the Bomba? 
Sbareboldera' Association to OoTernment of India, p. 6. 

‘ Art, 110, Articles of Association, Stb December, 1930. Tbe Gronreporo Electric Snppl?, 

Ltd. 
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inability to fiirnish the nioney.^ This forms an exception and 
is not to be met with in the general run of agreements. 

The absence of such provi.«!ions makes it easy for the 
managing agents to escape fnnn and shirk the responsibilities of 
financing when the concern falls into bad times. In times of pros- 
perity the funds may be advanced willingly and readily euougb. But 
when a crisis envelops the indii-stry or the particular concern is badly 
hit, the managing .agents arc either unable or unwilling to furnish 
the considerable amounts of money required. There arc no doubt 
many eases where the agents have not failed to rise to the height 
of the occasion and have inadc magnificent sacrifices for their 
concerns. Tliey have been known to put their private fortunes at 
the back of an industry and even to mortgage the ornaments of 
their women-folk to save it in a crisis. But there arc many cases 
where the concerns have come to grief owing to the inability or 
nnwillingncsi! of managing agenl.s to render necesfary assistance. 
The real point i.s that the absence of any provision in the contract 
rendering it obligatory on the agents’ part to provide adequate 
finance and the consequent immunity they enjoy on default has 
made the arrangement entirely one-sided and highly detrimental 
to the interests of the coinpanic.s. The agents enjoy all the rights 
and emoluments pertaining to their ofiTicc but arc not under an} 
contractual obligation to perform the main duly of their office— 
the provision of finance. It is unfortunate that th6 Indian Com- 
panies Amendment Act of 1936 which aims at a reform of the 
managing agency system confain.s no provision to this effect. 

Trading and speculation by managing agents is another great 
defect. There are several instances, specially on tlic Bombay 
side wben the agents sustained considerable losses in share and 
cotton speculation. The consequent deterioration in the financial 
position of managing agents had unde.sirahic repercussions on the 
mills themselves. Although the mills themselves were intnnsi- 


1 Cl. 22 of the Meinsing Agenej Agrccmi-ut, 


The jroliiai JliDs, LW. 
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cally sound, banks withdrew their casli credits because the agents 
had become weak. 

Some of the methods adopted by the managing agents in 
financing industry have been highly questionable. In a number 
of cases managing agents have turned their loans into debentures 
with the results that the concerns have passed into their hands 
and the shareholders have lost all their capital invested in them. 
Several instances may be quoted from Bombay. They are not 
unknown in Calcutta and during the war-end boom many such 
cases were heard. In the case of a well-known coal company the 
managing agents converted their loans into debentures and ulti- 
mately took possession. 

The managing agency system rendered valuable services to 
[Indian industries in the past. It has been in force in India in its 
present form for the last GO or 70 years and without its help the 
industrial development of the country would never have reached 
its present stage. Finance is the life-blood of industrial growth 
and that finance has been made avai)al)Ic for Indian industry 
through the system. "Whenever the industries are in need of 
finance, whether for extensions and replacements of machinery or 
for current expenditure or even for initial block, it is the mana- 
ging agents who have to furnish H themselves or make arrange- 
ments for it. The services rendered by managing agents in this 
connection have been very aptly compared to those rendered by 
the German banks to national industries.^ In India where bank- 
ing has developed on the lines of British commercial banking, 
which does not specially provide for industrial finance, industrial 
development would never have gone even as far as its present 
stage, if the managing agency system had not come into being. 
This system has fostered Indian industries in a way very similar 
to the industrial activities of the continental banks.® 

* See Dr. Ncmenyi's £\idencc. ludinn Central Bantini; Enqnir; Committee, Vol. JI, 
p. 303. 

• Dr. Nemenyj'B letter, dated Slot Aupust, 15)32, to tho Indian TaiiS Boaril (Colton 
Tortile Industry), 1932, Vol. II[,p. 217. 
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But it must be admitted that there Las been considerable de- 
gene mtion of tiTe managing agents in the present times. The 
good and well-estabJisLed agency firmsTlrh'HLerTMifin or Euro- 
pean, have rendered invaluable services to Indian industry and its 
development and may still lie of great advantage. But. the modern 
managing agents, with a few exceptions, do not posse.'s any of 
the characteristics of the old established houses. They do uot 
possess the most important characteristic of managing agents, 
that of the ability to 2 *i' 0 ''ide finance for the concerns under their 
control. Their limi ted resou rces and cre dit arc much too inade- 
quate for tlie purpose. The finance required for modern 
companies is .'=0 enormous tlial it is becoming increa.singJy difficult 
even for the older houses to assist the companies under their 
management. -^Ihe burden has been in many instances too heavy 
to bear. The diflicultie.s have been considerably aggravated by 
the fact that managing agents, unlike investment hankers el.se- 
where, liave refrained from working in syndicates! This, it may 
be recalled, constitutes one of tlie giavc.st defects of the mana- 
ging agency system of finance. The holdings of inanaging agents 
in the comiiauics under their control have considerably diminish- 
ed and in many instances are insignificant. A divergence of in- 
terest has naturally been created between the ' agents and their 
concerns. The absence of any oliligatiou in the contract to 
supply finance on the part of the managing agents has rendered 
such a system of financing extremely unsteady and unreliable. 
The close sense of personal identity between the managing agent 
and his company which dominated the older houses and still 
actuates some of tlie well-established firms might have reduced 
the importance of this shortcoming. But it is fast disappearing 
and was even noticed by the Tariff Board of 1932. 

Another quality which made the managing agency system so 
successful in tlie past was the efficiency of the agents based on 
tbeir experience and tecbnicai Imowledge. The new fangled 
managing agents have no knowledge of manufacture, — engineer- 
ing, technical or scientific. They have no expert knowledge of 
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purchase nor of sales. Purchase agents are appointed at the cost 
of the company and sales are entrusted to ignorant wholesale 
agents who again are paid by the company. The various irregu- 
larities committed in filing balance-sheets, lists of shareholders, 
extraordinary resolutions with the Eegistrars of Joint-Stock 
Companies are an illuminating commentary on their knowledge 
of commercial law and training in secretarial work.' 

Under the circumstances the financing of Indian enterprises 
should be made less dependent on the managing agency system 
than before. The possibilities of forming an organisation should 
be explored for supplying finance to Indian industries, specially 
that particular form of finance which has been the most important 
function of the managing agents to provide — viz., finance during 
the development period and for extension and reorganisation. One 
of the main causes of the perpetuation of the managing agency 
system has been shown to be the policy of the Imperial Bank not 
to lend current finance to industry against the hypothecation of 
liquid assets only but to demand an additional guarantee from 
managing agents on the ground that hypothecation was no secu- 
rity under the Act of 1920. With the passing of the Imperial 
Bank Amendment Act of 1934, the Bank, as already noted, has 
been authorised to lend directly against the hypothecation -of 
•goods, subject to the direction of the Central Board.® Now that 
hypothecation 'is no mere additional collateral security as under 
the old Act, the additional guarantee of managing agents can 
be dispensed with by the Imperial Bank and following it by 
other banks as well. One of the main grounds, therefore, on 
which the existence of the managing agency system has been 
justified and has been sought to be perpetuated has lost much 
of its force to-day. 


^ Sonice : BegUtrai of Joint-Stork Oompsnies, Bengal, at an inteiview. 

^ Letter to the writer from the Managing Director, Imperial Bank of India, dated SOth 
March, 1936, . • ' . 



CHAPTER VII 

The State in the Role of the Industhial Elvakcier in 

India 

A study of industrial finance in India will not be complete 
without a reference to the part played by the State in the provi- 
sion of financial assistance for the industries of the country. 
In the beginning of British rule in India, the industrial policy 
of the Government was buttressed by the English economic philo- 
sophy of laissez-faire, and it kept itself aloof from the indigenous 
industries. The Government at home subscribed to the same 
laissez-faire policy’ and used its influence to see that it was also 
adhered to in the case of India. As late as 1D08, when an 
fridustrial Conference was held at Oolacamund and a spedial 
officer was appointed by the Madras Government under the 
Director of Industries to control pioneer enterprises, Lord Morley 
promptly discountenanced these atterapts of the Government. He 
believed that State effort should be strictly limited to industrial 
instruction and should avoid all semblance of a commercial ven- 
ture, ’ Lord Crew who followed him as Secretary of State enter- 
tained the same belief as regards the futility of State trading on 
commercial lines lout he had no objection to the purchase and 
maintenance of e.vperiraental plant by the Government. He was 
prepared to sanction the establishment of a Department of 
Industries. But even after Lord Crew’s despatch the Government 
of India could not decide how far they would be justified in 
sanctioning proposals for financial aud other forms of State-aid 
to industries. 

In the meantime the Groat War broke out and the exigencies 
of the circumstances brought about a new orientation as to the 


> Despatch Number 50, lieeenae, dated the 23th July, 1910. 
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ideas regarding the relations of Government and industry. Under 
the enormous stress of the war, the old doctrine of laissez-faire 
broke dovra. The theory that interference by the State in the' 
economic life of the country was injurious to its well-being came 
to be discarded. Even Great Britain which was so long the 
citadel of laissez-faire policy adopted an active policy of encourag- 
ing home industries in various ways. In India, the Industrial 
Commission was appointed in 1916 and emphasised in its report 
the supreme importance of State-aid to indigenous industries. 
Besides suggesting various indirect forms in which the State 
could assist and encourage the Indian industries, the Commission 
recommended that the State should play a definite part in the 
financing of the small and cottage industries principally and also 
of the large-scale industries. As regards the latter, financial 
assistance rendered by the State, they recommended, should take 
the form of guarantees of dividends, of loans of money, of under- 
takings to purchase output or of subscription to share capital in 
certain cases where sufficient private capital was not forthcoming. * 
Circumstances in which such assistance might be given by the 
State should be cases where the starting of a new industry or 
improvement of an existing one was required to supply ah exist- 
ing deficiency in the interests of national safety, or where a new 
industry would have an important bearing on the economic 
development 'of the country or where the extension of an old 
industry to a new locality would benefit local consumers or 
producers. - Assistance to small or cottage industries should take 
the form of direct loans or of furnishing plant on the hire- 
purchase system. “ 

Before the publication of the report of the Industrial Com- 
mission, the interest which Provincial Governments had taken in 
the industrial development of the country w'as exceedingly meagre. 


' Report of the Tndien loJn^trml Commissioa (191C-1018), p. 181. 
* Ibid., p. 183. 

3 Ibid , p. 186, 
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A brief account may be given here of the efforts made in this 
direction by the Madras and United Provinces Governments. As 
early as 189S the Department of Industries, Madras, attempted 
to pioneer the aluminium industry in India. In that year the 
Government sanctioned eKperiments at the School of Arts in 
working up sheet and ingot metal procured from the British 
Aluminium Co. In the course of six years a fairly large busi- 
ness in aluminium holiow-ware was developed and at the end of 
1903 the Government thought that the time had arrived when 
private enterprise could be left to carry on the business unaided. 
The government plant and stock were sold to the Indian Alumi- 
nium Co., for a lump sum which left the Government with a clear 
profit of Rs. 30,000 on their e.xperjmcnt. The success of their 
first attempt at pioneering led the Madras Government to conduct 
experiments in developing chrome tanning and improved methods 
of weaving. As regards the chrome process of manufacturing 
leather, the efforts were highly successful. The chrome leather 
industry is now firmly established in India and the pioneering 
efforts of the Madras Government were undoubtedly responsible 
for it at least to some extent. The capital expenditure of the 
Government in this connection was Rs. 69,596 distributed 
among land, buildings, machinery and improvements. In 1910 
the Government withdrew from the venture and sold the 


plant to the Rewah State for a sum of -Rs. ,50,000. The 
Department of Industries also made attempts to manufacture 
pencils and glass but here they were not so successful. In 
1914 arrangements were made by the Government to utilise 
the machineries of the two defunct pencil factories at Anakapalle 
and Bimlipatam. In the same year the Government also 
obtained the factory and plant of a glass manufacturing company 
which had been started in ! 909 with a capital of Rs. 2,00,000 
but had subsequently gone into liquidation. • 

The Government of the United Provinces also took some 
interest in the industrial development of the province. A Confer- 
ence was held at Nainital in 1907 by Sir John Hewett, the 
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Lieutenant-Governor of the United Provinces. Following the 
recommendations of the Conference, the Government extended 
financial assistance liy loans and grants to sevei'al concerns, 
especially to sugar factories. The Government, for instance, in 
their letter No. 43C, dated SSth March, 1912, requested the 
Government of India for permission to sanction a grant of 
Es. 39,000 to a sugar factory in Pillibhit owned by Eaja Eai 
Lalta Prasad Bahadur. It was the first central factory in the 
province instituted and managed by Indian enterprise. Although 
there had been some losses, the enterprise proved to be highly 
instructive. From the point of view of sugar cultivation and 
also as an object lesson to other sugar manufacturers, it was 
desirable to assist the concern. The proposed grant was sanc- 
tioned by the Government of India in April, 1912. ^ The grant 
was made on the condition that the firm would spend a larger 
sum in introducing the requisite machinery into their factory 
and would be reconstructed under the supervision of the sugar 
engineer. There was no condition of repayment — it was an out 
and out grant. In their letter No. 1661, dated the 23rd August, 
1912, the United Provinces Government again approached the 
Government of India with a request for sanctioning the grant 
of a loan of Es. 7 lakhs to another central sugar factory, inz., the 
Babhnauli concern situated in the Goraklipur District. The 
proprietors, Messrs. J. Macdonald, G. E Macdonald and 
Farquhar Mackinnon had applied to the Government at first for 
a loan of 5 lakhs on the security of the estate. Subsequently 
however, they increased it to a loan of 7 lakhs. The application 
appeared to the U. P. Government to be deserving support inas- 
much as the growth of such central factories was required to 
secure the flow of capital into similar enterprises. The loan 
was sanctioned by the Government of India and paid out of the 
provincial loan account. It bore an interest of 6% and was 

* Bvideoce of the Hon'ble Mr. A. W. Pim, I.C.S., Financial Sccretaiy to the Govern- 
ment of the United Provinces. Indian Industrial Commission, ilf/nwtw of Etidenee, Vohl, 
pp. 177-78. 
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repayable by equal yearly instalments spreaii over 20 years, 
beginning two years after the grant of the loan.^ The concern 
bad to pay Bs. 20,000 a 3 'ear plus interest to the Government. 
It was a marked success and the Government was paid back their 
money.2 A third loan of 5 lakhs was advanced to the Tamkahi 
Sugar Factory which had a capital of 10 lakhs on the security of 
landed property with no government control during the period of 
the lonn.“ 

In pursuance of the resolutions of the Industrial Conference 
held at Nainital in August, 1907, referred to above, the Govern- 
ment of the United Provinces decided to carry on an experiment in 
the cotton seed oil industry at Caunpore. It was arranged with 
Messrs. Begg Sutherland & Co., of Cawnpore, that the Govern- 
ment would meet the cost of the building and the plant laid down 
in the factory and would pay Es. 500 to the company for 
supervision and control during the experimental working. The 
company was to find the funds for the purchase of the raw 
materials and general working expenses. It was also arranged 
that the Bank of Bengal would find the working capital and that 
the Government would raak-e good every six months whatever 
overdraft there might be on the account. The faciory, however, 
had to be closed down in February, 1911, in view of the orders of 
the Secretary of State in his Despatch No. 50, dated the 29th 
July, 1910, prohibiting State interference in the w^ay of pioneering 
new industries. The total Government expenditure on the 
experiment amounted to Ks. 1,74,011 and the total loss to the 
Government was Rs. 38,219. The Government pioneer venture 
was bought, by Messrs, Hope Bros., of Cawnpore. The State 
experiment in their hands was rapidly transformed into a sound 
business concern. In 1914, the Government of India was 

’ Eridencc of the Eon'ble Mr. A. W. Pini, I.C.S,, lidiaa lodustrial Conunisaion. 
Evidencet, Vol. I, p. 179. 

^ Evidence of Mr. W. Maxwell— Eomrop Goieroteent Farm. Ibid., Minutes 0 / 
Evidence (ConAdcntiaDi Vol. VIi p. 90. 

3 Evidence of tbe Hon. Mr. H. B. C. Heile?, Diteclor of Land Secorda and Agricnltuie, 
U. P., Ibid., Vol. VI, p. 91. 
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approached by the Provincial Government for obtaining sanction 
to the grant of a loan of Rs. 37,500 to the firm for additional 
capital required by it out of the advance and loan account. The 
interest would be 5 % and the security would he a separate first 
mortgage on the machinery to be purchased with the loan and 
two approved names plus a further mortgage on the existing 
buildings, machinery and plant, Mdiich were valued at Es. 88,888 
in the firm’s balance-sheet. The loan was sanctioned by the 
Imperial Government on condition that it would be fully repaid 
with principal and interest within 10 yeans from date. Tlie 
mere promise of Government support in this case had the 
remarkable effect of attracting private capital to this enterprise 
and a group of capitalists undertook to provide further finance up 
to 6 lakhs of rupees if necessary. The concern was the Premier 
Oil Mills Company, Ltd.' 

In December, 1915, the Govermncni of the United Provinces 
obtained sanction from the Government of India for a loan of 
Rs. 2,000 to the Ferozabad Bangle Makers’ Society provided 
Rs. 3,000 was- rai.sod from a District or Central Co-operative 
Bank. The Local Government also approached the Central 
Government for permission to grant a loan of Rs. 20,000 on 
easy terms to Mr. Ishwnr Das Varshnei to assist him in estab- 
lishing a glass working laotory at- Bijhoi in the Moradabad 
District.' 

Api)lications were made from lime to time by several 
indiisiries to the Director of Industries for financial assistance. 
One Mr. Rustomjee of Cawnpore applied for a grant or .'ub.sidy 
of Rs. 5,000 to start a factory for making paints and varnishes. 
The application was subsequently withdrawn. An application 
for a loan of Rs. 7,500 was made by the Director of Gorakhpur 
Training Factory, Ltd., which u'as devoting special attention to 
the production of " patent ” leather. At their meeting of l4th 

* Evidence of Mr. A. W, Rinj, I.C.S., Indian JtidustrioIConiiuiasiou, Vol. 1, pp. 172-78. 

* /Wd., Vol. I,p.J81. 
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September, 1915, tbe Board of Industries recommended to tbe 
Government t-bat a loan of Bs. 5,000 might be granted to tbe 
company inasmuch as they were undertaking pioneer work. 
The perfume maniifacturers of Kanauj, desirous of forming a . 
limiied liability company, applied to the Government Jor a 
guarantee of the interest on capital for the first five years. A 
sura of Es. 5,000 was actually reserved in 1916 for assistance to 
minor industries such as pencil making, button manufacturing, 
etc., and the Director of Industries was asked to work out 
suitable schemes for the allotment of the money. 

The Madras State-Aid to Industries Act, 1922 : 

The Madras Government was the first provincial govern- 
ment to act up to the recommendations of the Indian Industrial 
Commission for rendcing State assistance to the indigenous 
industries of the province. Within a few year.s of the publication 
of tCe report, the Government of Madras brought forward in the 
Legislative Council a Bill to give Stale assistance to the industries 
of the Presidency according to the recommendations laid down 
there. The Bill followed to .«ome e.xleni tbe lines of certain 
rules of the Mysore State '• for the grant of loans to facilitate 
agricultural and industrial operations and for the purchase 
and erection of machinery.”' The Industrial Commission had 
studied the Mysore Legislation and must have had it in their 
mind when they recommended financial assistance to industiies 
by the State. These rules authorised the Mysore Slate to 
grant loans of money (D for the purchase and erection of 
machinery for agricultural and industrial undertakings, (2) for 
the construction of wells or tanks, of mills, warehouses and other 
structure necessary for agricultural and industrial operations, and 
(3) for the provision of raw material, working captal or other 
appliances required for the carrying on of industrial operations. 

1 Mysore Governaron. Or-ler No. G. sm-UC G. M. 55-12-239. doted 2nd September. 

1918. 
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Loans not exceetling Es. 1,000 might be granted by the Director 
of Industries and Commerce. Loans granted for (1) and (3) 
should ordinarily be subject to a limit of Rs. 10,000 and 
Es. 5,000 respectively, the rate of interest being 63:% per annum. 
The time allowed for repayment of the loans should not exceed 
6 years when they were for industrial purposes and 7 years when 
for agricultural purposes. All loans should be recoverable as 
arrears of land revenue and no loan should be granted unless the 
value of the security was at least equal to the amount of the loan. 
The nature of the security should be saleable interest in lands or 
other immovable property held by the borrower plus the mortgage 
of the whole plant, machinery and buildings on the purchase and 
erection of which the loan was expended. Instead of offering 
security of immovable property for a loan to purchase machinery, 
the applicant might obtain the requisite machinery from the 
Director of Industries on the hire-purchase system, provided one 
fourth of the value of the machinery was deposited. A special 
officer of the Department of Industries should make a local 
enquiry and report to the Director before any loan could be 
granted. In some important respects, the Madras Bill was also 
closely analogous to the legislation enacted in post-war years in 
several Empire countries to provide for State-aid to industr}' and 
indeed might have been modelled on the same lines. 

The Bill, entitled the Madras State-Aid to Industries Bill, 
was introduced on the 14th November, 1922, by the Hon’ble 
Minister Rai Bahadur K. V. Nayadu. The Bill was intended 
to assist the establishment and development of industries that 
“had an important bearing on the economic development 
of the province.’’^ It was passed into law with some amend- 
ments by the Council on the 20th December, 1922, and came 
into operation from 22nd December, 1923. The Act provided 
that the industries which would receive aid under it were 
(a) new or nascent industries ; 

1 Madras Legislative Council Proceedings, Third Session, 1022, Vol. 9, p, GIS, 

i ClauEB 6, Sec. (1) of the Act. 
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(&) industries to be newly introduced into areas where such 
industries were undeveloped ; 

(c) cottage industries. 

The Local Government under its provisions had the power 
to give aid to an industrial business or enterprise in one or more 
of the following ways — 

(а) by granting a loan ; 

(б) by guaranteeing a cash credit, overdraft or fixed 
advance with a Bank ; 

(c) by paying a subsidy for the conduct of research or for 
the purchase of machinery ; 

(d) by subscribing for shares or debentures; 

(c) by guaranteeing a minimum return on part of the 
capital of a joint-stock company; 

(f) by making a grant on favourable terms of land, raw 
materials, fire-wood or water, the property of the Local Govern- 
ment. 

It is noticeable that the Madras Act had no provision for 
making plant available for cottage industries on the hire-purchase 
system, which was provided for by the Mysore State Rules,® and 
was also one of the most important recommendations of the 
Industrial Commission. It is evident that the hire-purchase system 
is much preferable to the loan system in the case of individuals 
who may not be able to give sufficient .security oT guarantee to 
Government which is required for the granting of the loans. 
The plant under the hire-purchase remains the property of the 
Government and no fresh security is therefore necessary. It is 
distressing to find that the Government could not accept an 
amendment made by Rai Bahadur. C. V. S. N. Raja inserting 
a provision to that effect.® State-aid in any of the above forms 
might be given to a joint-stock company provided it was registered 
in India with a rupee capital, a minimum number or proportion 

1 Clanee 6. 

S Rule 12. 

3 Jlsdras Legialative Connell Proceedings, Vol, 10, pp. lOGO-61. 
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of the members of the Board of Directors were Indians and it 
made arrangements for the training -of apprentices as prescribed 
the Government.’ As regards tlie amount of tl3e loan, it was 
originally enacted that it should not exceed 50% of the net value 
or assets of the industrial business or enterprise after deducting 
existing encumbrances." Every loan granted under this Act was 
to be secured by a mortgage or floating charge upon the whole 
of the assets of the business or enterprise." Where the amount 
of the loan granted was two lakhs or over, the Local Government 
were to ensure such control as would he sufficient to safeguard their 
interests by appointment of Government directors or olhcruise.'' 
The duration of the loan which was repayable by instalments 
should not exceed a period of 20 years unless the Local Govern- 
ment extended the same." Where a loan had been applied for or 
where it was granted, the applicant or the grantee, as the 
case might be, should be hound («) to comply with any general or 
special order of the Local Government relative to the inspection 
of the premises, buildings, or plant or stock in band of the 
industrial business or enterprise, (h) to permit the inspection of 
all accounts relative to it, (c) to furnish full returns of all pro- 
ducts manufactured, or sold both as regards description and 
quantity, (d) to maintain such special accounts or to furnish 
such statements as the Local Government might from time to 
time require, and (e) to submit the accounts to such audit as the 
Local Government might prescribe." 

The other forms of State-aid under tlic provisions of the Act, 
viz., guarantee of cash credits, overdrafts or fixed advances with 
a bank were lo be given in the same manner as the grant of a loan. 
As for Government subscription of shares and debentures or 

' Ctausp 6, Section (2 . 

- Clause 9, 

® Clause 10. 

• < Clause 12. 

(> Clause 13 Secs. U) and '2). 

5 Clause 11. 
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guarantee of a minimum return of an industrial business, it was 
enacted that for all shares subscribed by the Government, there 
must be taken up and fully paid for not less than an equal 
number of shares and that for all capital on which a return was 
guaranteed, there should be paid up not less than an equal 
amount of capital which carried no guarantee.^ 

In the case of an application for a loan exceeding Es. 50,000, 
or any other case when considered necessary, a notice should be 
published in the prescribed manner calling upon any person 
who objected to the grant of the aid applied for to state his objec- 
tions so that such objections might be heard and necessary enqui- 
ries be made.^ Applications for State assistance were to be placed 
before a Board of Industries on whose recommendation the Local 
Government would sanction the loans. The Board was to consist 
of not less than 10 and not more than 12 members of whom not 
more than 3 should be Government officials. The Madras Chamber 
of Commerce, the South India Chamber of Commerce, the Madras 
Trade Association were empowered to elect one member each and 
the .Madras Legislative Council two members to the Board. The 
Director of Industries and the Secretary to the Government of 
Madras, Finance Department, were to be ex-officio membens of the 
Board.® The functions of the Board were to be purely advisory, 
though their advice would necessarily carry great weight. The 
industrial business which received State-aid should not pay any 
dividend or distribute or take any profits in excess of such a 
percentage rate on the amount of its capital as might be fixed 
by the Government from time to time. The balance of the profits 
after setting aside proper amounts for depreciation and for 
the payment of interest on debentures should be carried to a 
reserve fund to be utilised in the manner Government might 
approve. This section was drawn up keeping in view the provisions 
of the rules passed at that time by the Board of Trade in England 

^ ClauBB 16 . 

. 3 oJanse 8. 

3 Glaase 3i 


ne lOOQO 
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in order to guide the grants made by the, G-overnment to the 
British Dyes, Ltd.^ 

As regards the recovery of the money due to the Government 
under this Act, it was laid down that all arrears of moneys includ- 
ing any interest and costs might be recovered from the person 
aided and his surety as if they were arrears of land revenue.® 
The interest charged on the loans granted under the Act must 
be at least one half per cent, more than the rate at which the 
Madras Government last borrowed for the provincial loan account. 
It has actually varied between 6-o%’and 73 %), The securities on 
which loans are advanced are carefully tested and the full value of 
the loans advanced is intended to be secured. The valuation is 
conducted by the Industries Department which is sometimes 
assisted by the Bevenue Department.® 

The first meeting of the Statutory Board of Industries con- 
sidered seven applications for State-aid. Only two out of these 
seven applications were recommended by the Board, viz., one 
from Messrs. Mupparaa Soraaraju and Veerarju, Silk Cloth 
Manufacturers, for a loan of S'!. 50,000 to develop tlieir faclory, 
and another from Messrs. Kelkar Bros., Managing Agents of 
Canara Rice and Saw Mills, Ltd. (Coondapur), for a loan of 
Rs. 10,000 to purchase certain machineries. In the first ca-c 
the entire amount was sanctioned by the Government and in the 

I 

second case, only Rs, 0,000 was sanctioned according to the 
Board’s recommendation as the net assets of the company were 
not adequate for a larger loan. Tlie loans w'cre disbursed on tlie 
23rd December, 1924 and 31st March, 1925, respectively.^ 

In the next year the Board considered nine applications. 
Among these, there was an application from the Carnatic Paper 
Mills, Ltd., for a loan of 4 lakbs and also for a guarantee of over- 
draft or fixed advance with a bank of 2 lakhs of rupees. The 

I Madras lisgislatire Council Vroccedings, 1022, Vol, 0, p, 053. 

- Clause 18. 

3 Proceedings of tlic Firth Industries Conference, 1033, p. 11, p. 2-1, 

* Report of the Department of Industries, Madras, 102.'), p, 7- Also Report for the year, 
1926, p. 6, 
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loan recommendeS and the Government sanctioned and 
disbursed it on the 14th March, 1925. As regards the guarantee 
of the overdraft the company failed to convince the Government 
that if it was guaranteed, the company would be able to finance 
the development of the concern. The Government further 
sanctioned a loan of Rs. 5,000 for establishing a small cotton 
ginnery in Xortb Arcot District and a loan of Es. 18,600 to the 
Kalla Kurichi Society which applied for Es. 25,000 under section 
6(a) of the Act to develop rice hulling and sugarcane crushing.^ 
During the year ended 31st March, 1926, the Board recommended 
to the Government two applications from the Carnatic Paper 
Mills for further loans of Es. 50,000 and Es. 3,50,000, The 
Government sanctioned Es. 30,000 in the first instance during 
the year and Es. 20,000 afterwards in the beginning of the nest 
financial year. The Government had allotted Es. 4 lakhs in the 
Budget for 1925-26 under the heading ‘'advances under 
special loans, the State-Aid to Industries .-let,” Only 3 loans 
amounting to Es. 53,600 were disbursed during the year and 
the balance was resumed by Government towards the close of the 
year. From the date on which the Act came into force up to 
the year ended 31st March, 1926, six loans totalling Es. 5,13,200 
were sanctioned and disbursed. The Carnatic Paper Mills 
alone were granted Es. 4,30,000 out of this amount. The 
Carnatic Paper Mills received a further loan of Es. 9.4)00 on the 
29th March, 1927. In August, 1926, the Government had also 
guaranteed an overdraft for the company with the Imperial 

Bank amounting to Es. l,34,409-3-4.' 

An amount of 4 lakhs was again provided in tlie Budget for 
the year 1926-27 for the purpose of loans under the 8tate--Vid 
to Industries Act but only two loans totalling Es. 29,000 were 
disbursed during that period. 


> Beport of the Deparfment of JnSostries, SfaSra?, 132C, pp f-/. 

5 Beport of the Department oflndnstries, Aladtaa, 19-'., p. 4. 
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In the year ending 31st March, 1928, two loans were 
sanctioned by the Government one for Es. 10,000 to Salem Dye 
Works which was recommended in the previous year, and the 
.other for Es. 11,000 to zaminders of Belgaum for developing 
their pyrotechnic match factory. They were disbursed on 26th 
November, 1928 and 18th July, 1928, respectively.^ • 

During the year 1929, out of a total amount of Es. 4 lakhs 
sanctioned in the Budget, Es. 1,71,842-5-4 only was disbursed 
Es. 21,000 being the amount loaned out to new' concerns.^ 

In the following year the Board considered 8 applications. 
Of these the most important w'as from K. S. Sankaram Pillai 
for a loan of Es. 10,000 to establish a tobacco re-drying factory. 
It was recommended by the Board and also sanctioned by the 
Government. But the applicant subsequently informed the 
Government that he ivas not prepared to avail himself of it. 
Another application for a loan of Es. 7,500 from Tan jore Tile 
Works was adjourned for further consideration. It was later on 
recommended that Es. 4,250 might be advanced to the concern 
and this was sanctioned by the Government.® 

During 1931, 17 applications were considered of which 10 
were rejected. A loan of Rs. 750 was granted to Mr. L. 
Nanjudaswami to work up his silk reeling concern. Loans were 
also sanctioned to two toy manufacturers to develop the toy 
industry.* « 

Up to 31st March, 1933, the Board of Industries considered 
77 applications for loans of which those from 14 concerns w'ere 
granted. The loans actually disbursed were 15 in number 
involving an aggregate amount of Es. 8,27,415-8-0.® Of this, 
Es. 6,49,215-8-0 was advanced to the Carnatic Paper Mills, Ltd., 
alone. 'Phe balance was distributed among other businesses, the 
largest amount loaned to such enterprises being Es. 50,000 to 

^ Report of Uie nepartment of Indnstries, Madras, 1929, p. 3. 

2 Report of the Department of Indnetries, Madras, 1929, p. 6, p. 102. 

3 Reports of the Department of Industries, tlndras, 1930 and 1931, p. 3 and p. 4, 

^ Report of the Department of InduEtries, Madras, 1931, pp. 3-5. 

^ Proceedings of the Fifth Industries Conference, Inly, 1933, p. 11. 
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Messrs. Muppama Somraju and Veerju to develop a silk factory 
and the smallest being Rs. 500 to the proprietors of Earn Earn 
Safety Match Factory.^ We give below a statement showing 
the nature of industry assisted and the amount of financial 
assistance granted in each case- : — 

lU. As. P. 


1. Paper Mills 

2. Silk Factory 

3. Match Factory 

4. Oil Mill 

5. An Industrial Co-operative Society carrying on 

rice milling, groundnut decorticating, etc. 

6. Pyrotechnic Match Factory 

7. Dye Works 

8. Metal Industry 

9. Saw Mills 

10. Cotton Ginnery 

11. Tile Factory 

12. Silk Heeling Concern 

13. Toy Manufacturer 

14. Another Match Factory 


6.49,215 8 0 

50.000 0 0 

20.000 0 0 

40.000 0 0 

18,600 0 0 

11.000 0 0 
10,000 0 0 

8,000 0 0 
9,600 0 0 
5,000 0 0 
4,250 0 0 
750 0 0 
500 0 0 
600 0 0 


From an examination of the affairs of the industrial concerns 
which received State-aid under the terms of the Madras Act, it 
cannot be claimed that the results have fulfilled expectations. The 
Act has been in force for nearly two decades but there is hardly 
any indication that it has stimulated the economic development 
of the province to any appreciable extent.® Most of the 

1 Report of tho Madras Provincial Ranking Enquiry Committee 1931, pp. 131-82. 

2 Prccecdingi of the Fifth Industries Conference, 1933, p. 13. 

3 Slate Action in respect of Industries, 1928-35, p. 39. (Published by the Govremment 
of India.) 
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compauies to which financial assistance was given have not been 
able to repay the instalments of the loans as required under 
the provisions of the Act. They failed to show any profits 
and most of them have closed down. The Carnatic Paper Mills, 
Ltd., which obtained the bulk of the advances under the .Act 
was a failure. They were unable to clear the overdraft which 
the Government had guaranteed with the Imperial Bank on 
the due date and the Government had to treat the whole 
amount as loans. They could not meet their liabilities to the 
Government and had to be taken over on the 10th December, 
1928. Orders were passed by the High Court for the 
compulsory winding up of the company. An official liquidator 
was appointed and the concern was sold to a new company 
floated under the name of Andhra P.apcr Mills. The Government 
received Es. 4 lakhs from them and had to write off Es. 3,86,428 
of the loan and interest outstanding. The affairs of the Kanara 
Eice and Saw Mills, Ltd. , were also not satisfactory. During 
1925-26 the firm incurred a net loss of Es. 3,659-11-8. It failed 
to pay the 2nd, 3rd and 4th instalments of the loan granted by 
the Government. It was closed down in 1928 and the Collector 
was asked to collect the entire sum due. Before the confirmation 
of the sale the managing agents paid almost the entire out- 
standing liabilities to the Government and the balance has since 
been collected. ^The Andal Mills at Gudiyattam sustained a loss 
of about Es. 3,000 during the year ending 31st March, 1928. 
Failing to pay the second instalment of their debts, the 
proprietors prayed for a postponement by one year of the 
repayment of the instalment but the prayer was not granted. 
The Collector was asked to take steps to collect the dues. 
Es. 800 was realised out of the sale of the concern and out of the 
balance still due to the Government Es. 1,713 had to be written 
off.^ The Bellary Match Factory of Mr. M. S. Eamanna which 

^ Report of tbe nepaTtment o( Inddstricsi Madras, 1031 , p. d. 'Also Report, 1937, 

p. 33. 
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was granted a loan of Ks. 20,000 was not a success. It did not 
work much during the year 1928-29. In the next year a fire 
broke out and damaged the machinery. A dispute arose between 
the proprietor of the concern and the Insurance Company as to 
the amount of the damage. The Government decided to sell the 
concern to realise the loan granted to it. The machinery, when 
sold, fetched only Es. 4,500. The Salem Dye Works stopped 
working shortly afterwards it received the loan on the plea of 
hardness of water and did not resume work. In the case of 
the Parvatipur Industries, Parvatipuram, there was a net loss 
of Rs. 1,391-1-4 during the year 1930-31, The only concern 
which may be said to be truly successful is the Srilalcshmi 
Silk Factory of Messrs. Muppama Somaraju and Veerju, 
Peddupurani. It always repaid the instalments by the due date 
and by 1031 repaid almost the entire outstandings. The 
Pyrotechnic Match Factory appeared to have been working 
satisfactorily at the outset and during the year ending 31st 
December, 1928, it earned Rs. 2,7,3.3-11-5 as net profit. But 
in more recent years it has failed to show any profits.^ The 
Ramkrishna Sugar Mills, which was recently assisted, also 
sustained a loss of Rs. 33,910.- It is abundantly clear that the 
position of the majority of the concerns assisted under this Act 
was far from satisfactory. The cottage and small industrialists 
found it extremely difficult to avail themselves of the facilities 
of State-aid under the Act. They could not ordinarily show 
assets double the amount of the loan applied for nor could they 
be expected to show detailed accounts on the lines required by 
Seel ion II of the Act and Rules 16 and 17 of the Rules framed 
under the Act. A cottage worker applying for a small loan cannot 
reasonably be expected to incur the expense of employing a 
clerk or accountant to maintain tbe registers and accounts required 


• Proceedings of (be Fifth Indnstrics Confereneo, 1033, .pp. IS-JB. 

* Report of the Department of Industries, Madias, 1037, p, 84. 
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or io incur the expense involved in the audit of such accounts 
by certified auditors. The Director of Industries in his Keport of 
1927, pointed out the desirability of exempting such concerns 
from the operation of the Act. During the year 1930-31 the 
question of simplifying the formalities connected Tvilh the rules was 
examined with a view to make it possible for the Act to become 
more readily available to the cottage industries. The Government 
amended Eule 21 (d) of tlie Buies framed under the Act whereby 
an enterprise with assets not exceeding Es. 500 w'as exempted 
from insuring the properties mortgaged to Government against 
loss or damage by lire. A small concern whose capital outlay 
did not exceed Es. 1,000 was also exempted from payment of 
a stamp duty on mortgage deeds securing repayment of 
a loan under the Acc. A scheme for tbc supply of textile 
appliances was also sanctioned in 1932 but the results were 
disappointing.’ 

The Public Accounts Committee in 1936, expressing the 
view that the Act had failed to achieve tlie objects for 
which it W'as introduced, recommended its amendment so. 
that the Government’s policy in the sphere of industrial 
finance might be rendered more effective. The Act was accord- 
ingly amended in December, 193G. Clause 2 (1) of the Amended 
Act provides for the grant of aid to old and established industries 
ill addition to new and nascent industries. Sec. 9 of the original 
Act was also amended. The limit of the loan w'hich may be 
granted has been fixed in all cases at .50% of the value of the 
assets of the business plus the value of the other property, if any, 
offered as collateral. Cottage industries have been rc-defined 
as those carried on by workers in tbeir own homes as distinct 
from those carried on in factories.” The Government will now* 
he able to assist cottage industries even though the middlemen 
may stand to benefit.® 


^ State Action in liespcof of Induttries, 1928-35, op, cif„ p, 39. 
^ Beport ot the Departmeot of Indaatries, hladraa, 1937, p, G. 
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The Bihar and Orissa State-Aid to Industries Act, 1923 

The Biljar and Orissa State-x4.ul to Industries Bill patterned 
arter the Madras Act was introduced in the Legislative Council 
by the Hon’ble K. B. S. M. Fakhruddin on the 13th July, 1923, 
.and ivas passed in the same year. The object was to regulate 
the giving of the most common forms of State-aid to industries 
in order that the principles on which such loans should be given 
might be well defined.' The provisions regulating the grant of 
long-term finance to suitable industrial enterprises like those of 
the Madras Act include direct advances at low rates of interest, 
lower than any charged by a bank or any other financier, subscrip- 
tion to shares or debentures, guaranteeing of cash credits with 
banks and of a ininimura return on the whole or pait of a 
joint-stock company’s capital. As regards the subscription for 
shares or debentures, it is provided that for all shares and 
debentures taken by the Government, at least an equal amount 
must be subseribed for by the public (Section 16.) In addition 
to all these, the Act provides for the supply of machinery 
on hire-purchase basis, a feature which, we noticed, was 
ab.sent in the case of the Madras Act.^ No machinery should 
be supplied on the hire-purchase system unless the applicant 
deposits with the Director of Industries at least 20% of the ■ 
cost of the machinery. The Government should be protected 
against the total or partial loss of such machinery from risk or 
any other cause by means of an insurance, a mortgage on 
immovable property, the personal guarantee of one or more 
persons or in any other manner.* Whenever the application 
for State-aid in any of the above forms e.xceeds Rs. 10,000, the 
Director of Industries has to advertise it in the Local Official 
Gazette in its three successive issues with a view to invite any 
possible objection.'' He also cannot sanction it without the 

1 Bilior and Oris 5 .T Lepi^latire Council Proceedings, 1923, Vol. 8, pp. 33-d‘.'. 

J The Bihar and Orisaa State-Aid to Industries Act, 1933. Src. i. 
t The Biliar and Orissa Statc.Aid to Industry, 1923, Buies 13 and 14. 
t Ibid., Bulc 4. See also See. 7 (3i of the Act. 

S7-1223B 
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concurrence of a majority of the members of the Board of 
Industries, Money is advanced on the security of land, plant 
and machinery of an industrial -concern at an interest rate of 
and the maximum period over which repayment of loans can be 
spread is 20 years,^ Every loan granted to an industry should 
be secured by a mortgage or floating charge upon the whole of 
the assets of such industry subject to any encumbrances existing 
at the time when the loan is granted and by such 
collateral security as the Government may require (Section 10). 
No loan or guarantee of a cash credit will be given exceeding 
in amount seventy per cent, of the net value of the assets of an 
industry after deducting the value of all prior encumbrances. 
Whenever the amount or value of the State-aid is two lakhs of 
rvipees or more, the Government should obtain control over the 
conduct of industry by appointing directors or otherwise,- It 
is evident from Sections (4) and (5) of the Act that the terms 
are broad enough to include all kinds of industries. But it can 
not lend to old established industries unless they are being 
started in a new area. The Act does not forbid the grant of 
short-term loans but such loans are not granted. 

Applications for State-aid must be made to the Director 
of Industries in prescribed forms. Fullest information is 
required to be given as regards the security for any loan or 
advance. Details as to the financial resources of the applicant, 
the assets and revenues which will be available as security for 
it and particulars of any existing charges on it as well as any 
debts owned by the applicant should be' furnished. Balance- 
sheets and profit and loss accounts when such exist certified by 
an auditor entitled to audit accounts of companies under the 
Indian Companies Act, 1913, should be attached. In the event 
of the applicant being a company, a copy of the prospectus and 
memorandum and articles of association should also be attached. 

r Tbe question of redneiog t1?c rntc of interest from 6^% to 3% liss recently enf’Sffcd 
tbc attention of tbe Board of Indnstrics. (See Annual Tlcport, liiSC-STi p 33.1 

2 Section 19 of tbc Act, 
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Inforniation should also be given as to the collateral security 
offered. The application should be sent with a covering letter, 
explaining the prospects and facilities available for the develop- 
ment of the industry, the nature of the process to be utilised, 
the staff to be employed and the history of the industry from its 
inception up to the date of application.^ 

During the first year of the operation of the Act, the 
Statutory Board of Industries received for consideration 11 
applications for State-assistance. Of these the most important 
was an application from the Indian Steel Wire Products, Ltd., 
requesting the Government to take up debentures in the 
company. The Board recommended the application and the 
Government decided to take up debentures to the extent of 
of rupees o lakhs ; the conditions being that the company should 
write down its assets and share capital by -50 %. The application 
of the Puri Match Industries Company, Ltd., for the supply of 
match machineries on the hire-purchase system was also granted, 
and the supply of machinery up to the value of Rs. 5,000 was 
approved of by the Board and sanctioned by the Director of 
Industries. There were two applications for Government 
guarantee of cash credits. One from the Vishwakarma Mills, 
Ltd., Dighaghat, for Es. 75,000 and the other from the pro- 
prietors of a rice hulling plant. The Government arranged a 
cash credit in favour of the Vishwakarma Mills, Ltd., with the 
Imperial Bank under its guarantee. The latter was also sanc- 
tioned but not drawn upon. The total amount actually paid 
out in loans and under the hire-purchase system before the 
close of the year 1924:-25 was Rs. 5,03,534, and of this, the 
Indian Steel Wire Products obtained Rs. 5 lakhs. - 

During the next year (1925-26), the second year of the 
operation of the Act, 13 applications were considered by the 
Board. The Government granted an application from the 

^ The Bihar aoii Orissa State-Aid to Jndustij Bale!, 1923. Bulletin foroi No. 12. Oepart- 
ment of Indnstries, Bihar and Orissa, pp. 6-7 (Forms V and B). 

I Annnal Report of the Department of Industries, Bihar and Orissa, 1924.2o, pp. 33-3ri. 
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proprietor of a cauning business for a loan of Es. 40,000 to 
develop his fruit canning factory at Muzaffarpur and also 
auotber from Eai Sahib B. Lai for the supply of button-making 
machinery worth Es. 9,500 on the hire-purchase system.^ 

There were some important applications for cash credits 
during the year. Messrs. Baldeo Das Narayan Das wanted a 
suarantee of cash credit of Es. 2 lakhs for installing an adequate 
steampower plant in the Shibagauri Flour Mill at Bhagal- 
pur. The Government arranged for it with the Imperial Bank 
but difficulties arose in connection with the working of the 
cash credit with the Bank. The latter refused to supervise the 
debtor’s operations on thercredit so long as the stocks were not 
hypothecated to it. The fixed assets w-ere already mortgaged to 
the Government for the purposes of the guarantee and tlie 
hypothecation of its current assets in addition to the Bank would 
luive crippled its power of raising any further finance. Hence 
the sanctioned credit was not actually availed of. The same 
difficulty arose in the case of a cash credit of 1 lakh of rupees 
applied for by Messrs. Jaipaldas Jitaldas and the cash credit 
was not availed of by them.^ The third application was the one 
from Messrs. L. D. Brothers who wanted a credit of Es. 50,000 
on the security of landed property. It was referred to the 
Allahabad Bank to see if it were possible to arrange a cash 
credit with a*^ bauk without Government guarantee on the 
securities offered. 

During the year 1927-28, there uere 16 applications for 
consideration before the Board. The following w>ere sanctioned 
by the Government : — 

(1) A loan of Es. 5,000 to a factory manufacturing hand 
hammer shafts. 

(2) A loan of Es. 5,000 to a factory grinding optical 
lenses. 

^ Annual Bepart of tlie DepaHment of InduBtries, Bibat and Orissa, 1025-26, p. 36, 

^ See GcverntnentBesolution on Ibe Anonal Bepart of the Department of Indoetriea, 
Bibai and Orissa, 1026-26, pp. 4-5. 
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(3) Es. 32,000 -worth of rice mill machinery on the hire- 
purchase system of which machinery worth Es. 7,000 was 
wanted at first. 

(4) Es. 5,000 worth of wood working machinery. 

The Board considered 16 applications during 1928-29. 
An oil e.xpeller costing up to Es. 7,000 for M. Ahmad of Tehta 
and a dal mill worth Es. 9,500 for Babu Madhusudan Pal ' were 
sanctioned by the Government, A cash credit was arranged 
with the Imperial Bank Branch at Gaya for Es. 5,000 in favour 
of the owner of a rice-milling business. In the course of the 
next year (1929-cO) the total amount advanced was Es. 24,649, 
the principal industries aided being the dal and the hosiery. 

During 1930-31, ten applications were considered by the 
Board, four of which were from the previous year. Six of them 
w'ere rejected. Most of the rejected applications were from the 
existing businesses for cash credit to tide over the difiScult times. 
The total value applied for including cash credit, loan and hire- 
purchase was Es, 96,000 of which only Es. 10,000 was allowed, 
distributed as follows — 

(1) A loan of Es. 1,500 for an ink manufacturing business. 

(2) Wood-working machinery worth Es, 4,500. 

(3) An oil engine worth Es. 2,000. 

(4) An Aita mill worth Es. 2,000. • 

The year 1931-32 was a year of unprecedented depression in 
trade and industry and for the first time since the passage of 
the State-Aid to Industries Act in Bihar and Orissa no provision 
could be made in the Budget for State-aid.® In the next year 
(1932-33) also, no such provision could be made in the 


1 He did not nveil hiniEelf of it. 

* Report of the Department of Industries, Bibsr and Orissn, IS30.3L p. 5. 

3 Gfliernment Resolution on the Annual Report of the Directoroflndostriea, Bibar end 

Oriaaa, 1931.32. 
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Budget/ After a lapse of five 3 'ears provision could be made in 
the Budget of 1936-37 for advancing loans to small industrialists 
not exceeding Es. 600 in any one case.* The Act had become 
virtually inoperative during this period. 

In his evidence before the Bihar and Orissa Banking 
Enquiry Committee, the Director of Industries stated that al- 
together 98 applications for state-aid from 33 different industries 
were received by the Government. The gross value of these 
applications amounted to nearly Es. 39 lakhs. Of these, 19 
applications were for loans, the value of which was Es. 5,84,750. 
Only two were sanctioned, the value thereof being Es. 45,000. 
Applications for the taking of debentures by the Government 
were two in number, of which one was sanctioned, the value 
being Es. 5,00,000. There were 21 applications for cash credit 
of which 7 were sanctioned involving Es. 4,13,000, the amount 
actually guaranteed bping Es. 80,000. The number of applica- 
tions for machinery on the hire-purchase system was the largest, 
viz., 55. Only 27 were granted and the amount actually paid by 
the Government was Es. 1,88,859. Thus out of 98 applications, 
37 were sanctioned, the total value thereof being over Es. 13 lakbs.® 
The total amount actually given out as State-aid since the passing 
of the Act up to 1933, amounted to Es. 7,91,000 of which 
Es. .3,79,000 was realised while Es. 3,80,000 was definitely 
ascertained as had debts and Es. 97,000 was still outstanding.* 
The history of the working of the State-Aid to Industries 
Act in Bihar and Orissa is almost as unhappy as in Madras. 
The perusal of the report of the Director of Industries, 1930-31, 
makes melancholy reading. It discloses the lamentable fact that 
no enterprise aided between 1924-28 excepting one was surviving 
in the hands of the original owners. Most of the aided industries* 

^ Government Besolation on tbe Annual Report of the Director of Industries, Bihar 
and Orissa, 1932-83. • 

^ Annual Report of tbe Director of Industries, Bibar. for 1986-37, p. 28. 

3 Bibar and Orissa Provincial Banking Enquiry Committee, Vol. II f EvlSenues), p. 212. 

t Government Resolution on tbe Annual Report of tlie Director of Industries, Bihar and 
Orissa, for 1982-38. Also Proceedings of the Fifth Industries Conference, 1933, p. 19. 
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could not make any profit and were unable to pay tbeir debts to 
the Government according to the terms of the Act. Of the 
nearly 6 lakhs of rupees advanced, as already noted, only 3 
lakhs were repaid and an equal sum had to be written off as irre- 
coverable. The Government of Bihar and Orissa heavily financed 
the Indian Steel Wire Products, Ltd., just as the Madras Govern- 
ment had done in the case of the Carnatic Paper Mills. Five 
lakhs out of the eight advanced under the Act went to this single 
company. .4s early as 1927 the company declared its inability 
to carry on its business. The trustees took over its properly 
in accordance with the terms of the debentoe deed and the 
concern was sold to Mr. Indra Singh of Jamshedpur. The 
Government received only Bs. 2,30,672 against the five lakhs 
advanced, the loss amounting to Rs. 2,69,328.^ The Puri Match 
Factory paid the first instalment but could not pay the one due 
on February, 1929. Its connection with the Government ceased 
in 1930-31, the net loss being Rs. 1,574-3-4. The Vishwakarina 
Mills stopped working and went into liquidation. The fruit- 
canning factory at Muzaffarpur w'as unable to pay its instalments 
and the aid was withdrawn. The Rice Mill at Tehta also 
defaulted. The loss over the transaciion amounted to Rs. 9,564 
which was written off.* The concerns manufacturing buttons 
and hammer handles also defaulted in repayments.® A sum 
of Rs. 30,000 was practically lost on a combined enterprise for 
rice-milling and oil foundry work, as the security on which the 
loan was granted proved unsaleable except at ruinous sacrifice. 
The scheme of advancing under the hire-purchase of machinery 
system has also proved disappointing and the Industries 
Department has become a museum of obsolete machineries.” ' 

The Bengal State'Aid to Industries Act, 19'dl ; — 

In Bengal there was no legal provision for State-aid to 
industries till 1931. The State-Aid to Industries Act was passed 


J Annual Eeport ol Ibo Director of Industrie?, Bihar and Orissa 1928-29, p. 34. 
2 IWd., 1935‘-37,p. S'). ® /hid., 1930-3], p. 3. 

< Eeport of the Bihar and Qrisaa ProWncial Banking Enquiry Committee. 
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in Bengal on the 23rd July, 1931. k Board of Industries has 
been created under its provisions and it is intended that the' 
Board should be “ an expert, workable and etScient body limited 
to a small number of gentlemen interested in the province and 
capable of taking responsible action.’* ’ The Board is to consist 
of the Director of Industries, hvo members of the Legislative 
Council, one member each elected by the Bengal Chamber of 
Commerce, the Bengal National Chamber of Commerce, the 
Calcutta Trades Association and the Manvari Association, one 
member, an employee of the Imperial Bank and appointed by 
the Government and two members, not Government servants, 
appointed by the Local Government.- The duty of the Board 
is to receive applications for State-aid and to report upon them 
to the Local Government and “ to frame complete schemes and 
programmes for such State action as the Board considers 
necessary for tlje steady and progressive development of industri- 
es for the consideration of the Local Government,'* ^ 

A s regards the industries to be aided, they are the same a s 
i n Madras, but the forms of State-aid are much inore varie d 
and extensive in Bengal than either in Bihar or Mad ras. 
y Th'e'liengal Act contains prot'isibns“^or~onIyn^ the grant 
of secured loans, guarantee of cash credits, overdrafts and fixed 
advances, the taking of shares and debentures and guarantee 
of a minimum' return on the whole or part of the capital of a 
joint-stock company but also provisions for guarantee of interest 
on preference shares and debentures and for the supply of 
niaehinery on the hire-purchase system.' 
y In Bengal, loans may be granted up to 50% of the net value 
of the assets of the industrial enterprise and the duration of the 
loan is not for more than ten years and may be for 20 years when 
the whole of it is secured on land or buildings or both. * .\s 

^ Proceedings of ibe^Jengnl Legislative Council, Jal;, 1031, Vol. X.VXVIl, p. 142. 

* Section 3 (1). The Bengal State*Aid to Industries Act, 1931. 

3 Section 16. 

* Section 19 (Ij. 

^ Section 19 (1) (o). 



THE STATE IN THE RoLE OF THE INDUSTRIAL FINANCIER 217 

regards the disposal of profits during continuance of State-aid, 
Section 23 of the Act lays down that profits shall be distributed 
only after interest due on debentures and loans has been paid and 
an amount reasonable in the opinion of the Local Government 
has been set aside for obsolescence or depreciation of plant and 
machinery and a further amount which shall not be less than 
25% of the net surplus available after provision for depreciation 
or obsolescence has been carried to a reserve fund to be utilised 
in the prescribed manner and payment made to a sinking fund 
for the purpose of repayment in the prescribed manner of any 
loan granted.”^ The Government during the continuance of 
State-aid will fix from time to time a certain percentage rate. All 
loans as in Madras and Bihar are recoverable as a public demand.® 
It appears, at first sight, to be satisfactory to note that the 
Bengal Act does not contain the provision included in the Madras 
and Bihar Acts that applications for loans exceeding a certain 
amount would have to be advertised in the provincial Gazette. 
But though there is no provision for advertisement in the Act 
itself, the rules framed under the Act have provided that every 
application for aid, whether to be accepted or refused, must be 
advertised in the Calcutta Gazette and the daily newspapers.** In 
the case of a recent advertisement, it is seen that the amount 
of the loan applied for is only Es. fiOO for establishing an 
umbrella factory. When the application for such a’small amount 
has to be advertised, it must be worse than the conditions under 
the Bihar Act It is understood that the Bengal Act will be 
utilised chiefly to foster the development of small and cottage 
industries .and is also expected indirectly to assist in the solution 
of the problem of middle dass unemployment. * The maim 
objective is to train educated young men in new and improvedi' 


^ Section 23 (1). ’ 

_ 2 Section 25. 

3 Pcoceedings oF the Bengal Legislative Council' (Official EeporlL Vol. XLV, No. 2, 

p. 680. 

< Adtoinislrafion Report of the Department of iDdostriea, Bengal, 1932-33. 

28— 1223B 
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j processes in such industries. Batches of young men from the 
/educated middle classes will be given training in the mofussil 
in certain selected industries bv demSgsii^gtion pa rties : and 
machinery will be supplied on the hire-purchase sy stem. The 
appointment of ind ustrial surY e}Drs to collect information 
regarding the marketing conditions and the possibilities of a 
ready market for the products of the industries in which training 
will be given, is an interesting idea under the scheme and is sure 
to prove valuable. The necessary finances are to be obtained from 
two sources, vol untary co'at ribntions from the public, which is 
absolutely a novel feature in Bengal and the p rovisioDS made b y 
6oyerameni.injtbejiuniiaLbudgets. A local fund under tbe name 
of the Bengal State-Aid to Industries Act Fund has already been 
created out of the contributions made by some public-spirited 
men of the province, the assets of which stand at present at 
Es. 54,000. The Government, how'ever, were until 1934, unable 
to make adequate provision for financial assistance under the Act 
owing to financial stringency. In that year they took steps to 
provide in the Budget a fund of one lakh of rupees for the grant 
of State-aid in the shape of loans to industries under the terms 
of the Act, They also proposed to undertake the liability involved 
in the guarantee of a cash credit with a bank in accordance with 
certain provisions of the Act up to Es. 50,000, The idea was to 
enable bonafide industrialists or small industrial concerns to tide 
over temporary financial difficulties by guaranteeing their over- 
draft from a recognised bank. ’ In the Budget for 1935-36, a 
reduced provision of Es. 64,000 was made. 

Although there was no- legislation for State assistance in 
Bengal before 1931, the Department of Industries bad actually 
come to the help of certain industries. In 1925 the managing 
agents of the Mohini Mills approached the Imperial Bank through 
the Director of Jn/lustries for assistance in opening a cash credit 
account with the Bank with the sanction of an overdraft up to Es. 5 
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lakhs. The Director gave his support but the Bank did not see its 
way to extend its assistance. The Braziers’ Co-operative Society 
atBrahmanbaria applied to the Department of Industries through 
the Registrar of Co-operative Societies for a loan of Rs. 8,000. 
As there were no funds for such industrial loans in the depart- 
ment, the matter was referred to Government and a loan' of 
Rs. 7,000 Avas ultimately sanctioned.^ The Calcutta Soap 
Works and the Calcutta Pottery Works each received a loan of 
Rs. 2 lakhs nearly from the Imperial Bank on the recommenda- 
tion of the Director of Industries. * 

The working of the Bengal State-Aid to Industries Act is 
also far from inspiring any faith in such legislations. When the 
Act was passed in 1931,® it brought great hopes to many a 
budding industrialist in Bengal, but after all these years of 
working, the Act does not appear to have benefited any- 
body. Dp to March 6, 1935, the actual amount sanctioned by 
Government against 5 different applications was Rs. 11,000, 
of which Rs. 900 representing two small loans was refused by 
the applicants. The most important thing to be noticed in 
this connection is that in two years and a half there was no actual 
disbursement of money. Surprisingly enough the only money 
that had been spent so far on the working of the Act was . 
Rs. 1,226 to pay for advertisements in the daily psipers to invite 
objections to the applications recommended by the Board to the 
Government for sanction.^ The working of the Act naturally, 
came under a fire of criticism in the provincial legislature from 
time to time. It was pointed out that though the Act was passed 
in July, 1931, it did not come to function till 1933. In 1933-34 

I Aiinnal Adiuinistration Report of tbe Deportment of lodustrieo, Beogol, 1925, 
pp. 15.17. 

* Evidence of Mr. Weslon, Director of Industries, Bongel— Bengal Pcorincinl Banking 
Enqniry Committee, Vol. H, p. 180. 

* AltLongli the Act was passed in July, 1931, rules framed under tlie Act as sanctioned 
by tbe Government were not published till July, 1933. 

^ Proceedings of the Bengal Legislative Council (OfBcial Hepart), 45th Session, 
Vol.XLV,No.2,pp.678.79. 
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no money was provided in the Budget for granting financial assist- 
ance under the Act. In 1934-35 a lakh of rupees was provided 
for but not a rupee was spent out of it and according to the rules 
the entire sum reverted hack to Government. In 1935-36 the 
provision was reduced. Only Es. 16,100 were disbursed as loans 
during the year. In the next year the disbursement amounted 
to Es. 40,075 and recovery on account of loans advanced was 
Es. 3,145 as against Es. 52 1 in the preceding year. All the 
loans were paid out of the Board’s own funds and 1 he Govern- 
ment money provided in the Loan Budget was not touched.’ 

State-Aid to Industry in other Provinces 
Central Provinces : 

A State-Aid to Industries Act on the lines of the Madras, 
Bengal and Bihar Acts was passed by the Legislative Council 
of the Central Provinces and brought into force on the Jst 
September, 1934. The preamble points out that the Act is 
meant to regulate the grant of State-aid in various forms 
to industries and provision has been made for the creation 
of a Board of Industries with the Minister of Agriculture as 
President. The Act closely follows the lines of such legislation 
in the other provinces. The forms of Stale-aid which may be 
given are th6 grant of a loan, the guarantee of a cash credit, 
overdraft or fixed advance with a bank, guarantee of a minimum 
return on the whole or part of the capital of a joint-stock 
company for a fixed period, grant on favourable terms of land, 
raw material, firewood, water or any other property of the Local 
Government, grant free of charge or on favourable terms of the 
services of experts or Government officials, payment of subsidy 
for the conduct of research or the purchase of machinery. The 
industries eligible for Slate-aid in any of these forms are of the 
same kind as those in Bengal, Bihar and Madras. The amount 
of loan to be granted, the nature of security for the loan. 


^ Annual Adniinialration Report, Depart^ment ot Indiistrioa, Bengal, 1936-37, p. il. 
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metbocls of recovery nnd inspection, etc., follow the same lines 
as elsewhere. 

Bombay : 

Tollowing the sanction of the Bombay Legislative Council, 
the Government of Bombay framed rules in 1935 for affording 
financial assistance in the form of loans to the small 
industries for the construction of buildings, wells, tanks, etc., 
and for the erection of machinery and purchase of raw 
materials. The Director of Industries is to grant loans for 
amounts not exceeding Rs. 2,000. Loans involving sums bej'ond 
that amount will require the sanction of the Government. The 
maximum loan that may he advanced to a single person has 
been fixed at Rs. 10,000. The borrower is to hypothecate his 
block capital and may also give other collateral securities.’ No 
Stale-Aid to Industries Act is in force in Bombay. 

Before the framing of these rules the Government of 
Bombay had rendered financial assistance to industries to some 
extent through the Co-operative and Industries Departments. 
Loans and supply of implements on ihe hire-purchase system 
had been made through Co-operative Societies." In 1922-23 
the Government had sanctioned a loan of Rs. 5,000 without 
interest to Mr. Tikekar of Sholapur to enable him to erect 
buildings near his weaving factory.® The Government had also 
granted a loan of 6 lakhs of rupees to the Belapur Sugar 
Company at Gjl% in May, 1926, the loan being repayable in 
May, 1931. The factory repaid its dues in full.'' 

Ptmjab : 

In the Punjab, an Industrial Loans Act was passed in 
192.3 and it was hoped by this means “to be able to render 

1 The Indian Economist, July 8, 1935, p. 493. Also Stale Action in respect oj Indnslries, 
1928-35, pp. 40-11. 

* Report of the Bombay Provincial Banking Enquiry OommiUce. 

3 Deport of the Department of Industries, Bombay, 1922-23, p. IG. 

4 The Sugar Industry Enquiry (Tarilt Board), Written Evidences. Vol. I. 
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direct financial assistance for the development of industries 
while amply safeguarding the public money involved.” ‘ 
The assistance to be given under this Act was limited, to only 
one form, viz., loans. The maximum and minimum loans that 
could be given were Es. 5.000 and Rs. 500. Applications for 
assistance were to be received by the Director of Industries 
who would verify whether the security offered was sound or 
not. There was no system here of requiring the previous recom- 
mendations from a Board. Loans were usually granted with a 
security at least double the value of the loan of which a subs- 
tantial proportion should consist of immovable property. No 
loans, however, were given under it in 1924-25 and in 1925-26. 
It came to be used from the financial year 1926-27 when 15 
applications were received for the grant of loans. Six of these 
were sanctioned, each applicant receiving Es. 5,000.® 

In 192S, 42 applications for loans were received for the 
grant of a total amount of Rs. 1,86,000. Twelve applications 
were granted amounting to Rs. 54,300.® One was recommended 
to the Government for the loan applied for exceeded Rs. 5,000. 
In 1931, it was reported that out of 73 applications, 34 were 
granted, the total amount of the loan being Rs. 74,650. In 
12 cases individual loans were below Es. 1,000 indicating that 
small and cottqge industries were receiving attention. Since the 
introduction of the Act up to 1931, the Government advanced a 
total sum of Rs. 3,61,950 to 112 applicants. Of this Rs. 81,535 
were repaid by way of principal and Rs. 20,577-1-0 by way of 
interest.* Two cases were filed in courts for the realisation of 
the amounts due. In 1932, 28 applications for loans out of 
58 received were granted amounting to a lakh of rupees. Thus 
it is found that up to this year the total amount advanced under 


1 BcpoTl of tbc Department of Indnstrics, Punjab, 1923, p. 2. 
! 16H..]927,p. 7. 

3 1928, p. 7. 

4 J6i<I., 1931, p. 6. 
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the Act amounted to Rs. 4,61,950 among 140 applicants,' During 
1932-33, 63 applications were received of- which 23 loans amount- 
ing to Rs. 75,000 were made under the Act. The industry which 
benefited most was the manufacture of sugar by the open pan 
system, loans for which amounted to Rs. 21,600.® The industries 
• which have been assisted by the Government under the Act are 
of a wide variety. The statement given below indicates the total 
amount of loans advanced under the Act up to the year 1933, and 
the names of the various industries which received them.® 


Name of I&dustrje aiDount fidvAOced, 

Bs. 

Number of persons 
adrsneed. 

Weaving 

86,000 

30 

Hosiery 

58,8.50 

21 

Leather tanning and allied industries 

41,100 

22 

Sugar 

80,500 

9 

Furniture and carpentry 

29,300 

8 

Tennis gut and sports gear-making 

32,000 

4 

Calico-printing and bleaching 

23,000 

7 

Oil milling 

20,500 

3 

Type block making and tin-printing 

26,000 

5 

Cutlery 

19,0u0 

4 

Motor Engineering 

18,000 

5 

Manufacture of drawing instruments 

15,500 

4 

Tottery and chalk 

15,000 

4 

Metal work 

15,000 

4 

Bosha oil 

10,000 

2 

Dairy farming 

10,000 

8 

Chemicals 

9,000 

3 

Comb making 

5.000 

1 

Film industry 

5,000 

1 

Cigarette making 

5,000 

' 1 

Jam making 

5,000 

1 

Durree making 

5,000 

1 

Picture frame making 

5,000 

1 

Harmonium making^ 

4,000 

1 

Cosmetic goods making 

4,000 

1 

Eibbon weaving 

4,000 

1 

Sword and lance making 

3,500 

2 

Ohiken ddzi 

3,000 

1 

Ink making 

2,000 

1 

Paper industry 

2,000 

1 

Total 

5,04,260 

. , 152 


1 Report of the Department of Indastries, Pnnjsh, 1032, p. 11. 

GovemmentBeriewon the wortiog of the Department of Indnsfries, Pnnjnb, for the 
year ended 31st March, 1933. 

5 Fioceedinga of the Fifth Industries Conference, 1933, p. IS, 
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The Punjab Provincial Banking Enquiry Committee reported 
that a large majority of the artisans could not take advantage 
of the industrial loans under the Act as they were unable to offer 
adequate security.' The Committee made certain suggestions to 
modifv the rules and regulations governing the grant of loans 
under the Act. The value of securities offered by the borrower 
might be reduced from one and a half to one and a quarter times ; 
the existing rate of interest on small loans not exceeding Rs. 500 
might be reduced to the borrowing rate of the Government and 
the recipient of small loans might, if possible, be exempted from 
registration and other procedures required under the Act," The 
Act might also be made more useful to the artisans and the small 
industrialists if provisions could be made for the loan of machi- 
nery on the hire-purchase system. 

In 1935, the Punjab Industrial Loans Act was superseded 
by a new State-Aid to Industries Act. It permits aid to be 
given to industries needing revival or development of modern 
methods in addition to the classes of industry referred to in other 
Acts. During 1937-38, two lakhs of rupees ware disbursed in 35 
cases as compared to Rs. 99,275 in 1936-37 and Rs. 94,000 in 
19335-36.'’ 

United Provinces : 

Since 192,1 the Government of the United Provinces have 
rendered financial assistance to industries in two ways by 
making (1) grants and (2) loans. As regards grants a sum of 
money varying between Rs. 15,000 and 35,000 is annually placed 
at the disposal of the Board of Industries which is a semi-non- 
oflficial body for giving grants for any genuine industrial purpose, 
chiefly to pioneer industries for any purpose required by them but 
generally for the purpose of machinery on a half and half basis. 
The system, however, has not proved suitable for the development 
of bigger pioneer industries. Between 1921-22 and 1932-33, the 

^ Bepoitof the Fanjab Provincial Bashing Enquiry Committee, p. S91. 

® /htd., p. 298. 

3 Report of the Department of Industries, Punjab, 1938, p. 23. 
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toliil amount of grants sanctioned by the U. P. Board of Indus- 
tries was Es. 1,25,608-3-10, the Budget allotment being 
Rs, 3,14,900.' As regards loans, a Board of Industrial Loan 
Commissioners was established in July, 1922,' to supply 
principally small industrialists with capital upon easy terms. 

The Board was the outcome of the recommendations of a 
committee appointed by the Government under the chairmanship 
of Sir Thomas Smith “ to examine and make recommendations 
upon the subject of establishing an Industrial Bank in the United 
Provinces.” It was constituted to receive applications for loans 
from all classes of individuals and corporations engaged in indus- 
trial development, whether pioneer or not. The Government 
would place a lump sum of money at the disposal of the Board 
with the consent of the Legislature for the purpose of granting 
industrial loans. Factory employees would usually be employed 
for purposes of valuation. The Board could not be legally em- 
powered to sanction the loans but were assured that in most 
cases their recommendations would be accepted without further 
scrutiny. These decisions were endorsed subsequently by the 
Burn Committee in 1924. At its first meeting held in November, 
1922, the Board considered 13 applications and recommended four 
of I hem involving a disbursement of Rs. 1,70,000. But three of 
the applicants did not take up the loans and the fourth did not 
comply with the conditions. In March, 1923, the^ second meet- 
ing was held. Three out of five applications were recommended, 
the total amount being Rs. 52,000, of which the Agra Pencil 
Factory received a loan of Rs. 10,000. The Budget of 1922-23 
had included 5 lakhs of rupees for industrial loans. About a lakh 
out of this was spent at the end of the year 

> Report of the Industries Reorgonizntion Oomniiltee, 1931, p. 61. Also App. VI, p. 

42A. 

TIio Board’s compoiilioa (II Financial Seoretaiv to Government (Chairman), (2) 
Registrar of Co-operative Sosieties, (3) Mechanical Engineer lo Government, (4) Director of 
Industries, (6) A member of the Board of Iiidmtries elected b)' the Board, (0) A member of 
the Upper India Chamber of Commerce, (7) A member of the 0. P. Chamber of Commerce, 
(8j A repreeentativoof tho Imperial Bank, 0) A representative of Joint-Stock Banking. 

! Report of the Director of Industries, United Provinces, 1922-23, pp. C-7, p.:24. 


29— I223B 
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In the next year (1923-24), five applications for loans were 
recommended of which the Government approved of the following 
three immediately and reserved for further consideration the 
other two : — ^ 


Bs. 

(1) Mahalaxmi Sugar Corporation, Lucknow ... 1,20,000 

(2) TJ. P. Glass Works ... 50,000 

(3) Allahabad Law -Journal for a type foundry ... 22,000 

In 1926-27, the Board sanctioned Es. 20,000 to a glass 
factory, Rs, 8,000 to a press and Rs. 5,000 to a sugar factory. 
The first two did not take up the loan and the third applied for 
a larger amount and hence the application was rejected. A loan 
of Rs. 7,000 was disbursed at the end of the year to a Brass 
Workers’ Society at Khari for the purchase of raw material. A 
loan of Rs. 5,000 was also sanctioned to a scissors manufacturing 
factory but it was not prepared to take it on the conditions pres- 
cribed by the Government.® 

In the year 1927-28, Rs. 5,000 was sanctioned to the Muttra 
Match Factory and Rs. 40,000 to a manufacturer of China-ware 
in Bareilly. Es. 15,000 was paid in during the year and the 
remainder in the next year,® 

The Government sanctioned in the following year Rs. 6,000 
for assisting the Leather Industry, Es. 15,000 for the Brass-Ware 
Industry and Es. 8,000 for Disinfectant Manufacture.^ 

The total amount of industrial loans sanctioned by the 
Government during 1931-32 was Es. 30,000, of which Rs. 10,000 
was for developing a jam-making and fruit-canning industry at 
Ranikhet.® In the following table will be found a summary of 


1 Report of Ihe Deijartment of Industries, United Piovinces, 1923-24, p. 6. 
* Ibid., 1926-27, pp. 10-11. 

3 Ibfd., 1927-28, p. 7. 

' f rbid„1930.31, p. 21. 

6 Ibid., 1931-33, p. 10. 
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ali the loans advanced by the Industries Department in eveiy year 
since 191/ -18 to the various industries of the provinces.^ 

Classified Abstract of Loans Advanced by the Department of 
Industries, United Provinces. 


Name of IndosStj. 

Name of Recipient. 

Tear of 

Total AxQooot 
AiDoact for the 



Sanction. 

Adranred. 

IhdDstiy. 


1. Earandia Co., 




1 

1 Lucknow 

1922-23 

6,00,000 ^ 
( 

) 

I. Sugar * 

( 2. Mahaluxmi Co., 


I" 7,20,000 

1 

L Lucknow 

1924-25 

1,20,000, 


j-l. Coronation Mills, 





\ Allahabad 

1919-20 

20,000 j 

1 

I 

H. FJour Milling ' 

j 2. Earandia Co., 


J 42,00,00 


( Lucknow. 

1922-23 

4,00,000 , 

/ 

"I. Mr. Varsfaani 


-> 



Bajori 

1917-18 

20,000 j 

1 

ni. Glass 

2. Naini Glass Works 

1920-21 

16,000 

* 1,76,000 

1 

1 

3. Mr. Varshani 

1922-23* 

1,00,000 1 


^4. Ditto. 

1928-29 

40,000 > 

f 

IV, Bobbin Industry Bobbin Co., Cawn* 

1925-26 

80,000 

80,000 


pore 




V. Meto-China 

Mr, Slirza, Eoorkee 

1927-2S 

40,000 

40,000 

VI, Dyes & Tanning 




Extract 

Mr. kliiza, Bareilly 

1917-18 

po.ooo 

30,000 

VII. Type Casting 

A. L. Journal Co., 




Allahabad 

1924-25 

22,000 

22,000 

Vin. Brass-Ware 

Shannon & Co., 





Aloradabad 

1930-31 

15,000 

13,000 

IX. Ink 

Mr. Shukla, Cawn- 




pore 

1922-23 

12.000 

12,000 

X. Match 

Mr. Bhargars, 

1925-26 

5,000') 



Muttra 

1927-28’ 


10,000 


Ditto 

5,000j 


* Report of the Indnstiiea Reorganization Committee, U. P„ 19ai. App. Y, Table 11, 


p. 40A. 
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Name of Industry. 

Name of Becipicnt. 

Year of 
Sanction. 

Auionnt 

Advanced. 

Total Amount 
for tbe 
Industry. 

XI. 

Jam-making 
and fruit- 

canning. 

Momlaz Hossain 
and Sons, Itani- 
khet. 

1931-32 

10,000 

10,000 

XII. 

Disinfectants 

P. Khandelwal 

& Go., Lucknow. 

1930-31 

8,000 

8,000 

xm. 

Tanning 

Wali Mohammad, 
A. Eazak, Agra. 

1930-31 

6,000 

6,000 

XIV. 

Spinning 

Mr. Bhagwat Pro- 
sad Srivastava, 
Basti. 

1925-26 

2,000 

2,000 



Total 

• •• 

» > ( 

16,51.000 


It will be observed from the preceding Table that the largest 
measure of assistance went to the sugar, glass and flour-milling 
industries. The other industries which were also financial!}' 
assisted were type-casting, printing ink, jam-making, brass-ware, 
match, tanning, meto-china, manufacture of disinfectants'; of bob- 
bins and of dyes, etc. Out of the total sum of Es. 15'51 lakhs 
advanced, there were 14 large loans (exceeding Es. 10,000) 
amounting to Es. 15'15 laklis and six small loans totalling 
Es. 36,000, 

The affairs of the State-aided concerns have been as dis- 
appointing hefe as they have been in the case of Madras and 
Bihar. As early as 1925 the Lucknow Sugar Works owed as 
arrears of interest Es. 1,76,000; the Karandia Development Cor- 
poration went into liquidation in 1927 ; the Mabaluxmi default- 
ed' and fell into arrears. The bobbin factory fared no better. 
The glass works alone were able to pay regularly but even here it 
cannot be said that the loan achieved its purpose, viz.^ the estab- 
lishment of the manufacture of sheet glass.^ Experience in 
connection with • the large loans has been almost uniformly 
unsatisfactory. Out of Es. 16*15 lakhs advanced in this way, 
Es. 8,74,322 have had to be written off as irrecoverable; while 

^ A. Clow, The State and Indiittr]/, Cli, Xn, p. 109. 
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of the balance over Bs. 80,000 are still overdue. Some of the 
concerns to which smaller loans were advanced also defaulted. 
But experience in regard to the smaller loans has not been 
generally so unhappy ; only Es. l,714-.5-6, being the amount out 
of a total of Rs. 36,000, advanced had to be waived.* The 
number of applications for loans has been declining in recent 
years and the Board of Loan Commissioners was abolished on 
January 1, 1937.® 

An important step was taken by the United Provinces 
Government when an Industrial Finance Committee, consisting 
of hanking and commercial experts, was appointed in November, 
1934. In their Report published in 1935 the Committee recom- 
mended the formation of two special institutions, one for finan- 
cing the major and minor industries, and the other for assisting 
the cottage industries of the provinces. The former institu- 
tion, to be called " the United Provinces Industrial Credit Bank, 
Ltd.,” should be started with an initial authorised and issued 
capital of Rs. 25 lakhs. The Local Government should guarantee 
a dividend on the initial paid-up capital of the Bank at the rate 
of 4% free of income-tax up to a maximum period of 20 years. 
The business of the Bank should be® — 

(1) to give long and short-term credit facilities to major and 
minor industries with a view to encouraging and assisting those 
engaged in industry ; 

(2) to lend money against sufficient security in the shape of 
fixed and floating assets ; 

(3) to give credit facilities to those engaged in major and 
minor industries, or for the establishment of new industries, 
under the guarantee of Government in the absence of adequate 
security, where Government is of opinion that such assistance 

> Report of the Industries Reorsanizatioa Comiuitlee, U. P.‘, 15134, p. Sn. Also App. V, 
TbWcI,P.39A. 

s Administration Report of the Department ol Indnstries, U. P., for the year ending 
Slat March, 1937, p. 10. 

3 Report of the Indnatrial Finance Committee, U.P., 193B, pp. 22-24. 
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is necessary in the interest of the industrial development of the 
provinces ; 

(4) to underwrite, subscribe to and invest in shares of 
joint-stock companies registered in the United Provinces and 
connected with industries having prospects of attaining commer- 
cial proportions; 

(5) to lend money on immovable property, bills of lading, 
documents of title, promissory notes of two or more parties, 
debentures. Government promissory notes, etc.; 

(6) to encourage the purchase of machinery, materials, etc., 
on the hire-purchase system and to supply funds and give guaran- 
te^es for that purpose. 

In addition to the business set out above, the Bank should 
be free — 

(t) to open current accounts only for those who have taken 
advances from the Bank. The public should not be allowed to 
open current accounts as it is not desirable that the Bank sliould 
incur demand liabilities of any n.ature, as its funds would be 
generally invested in long-term credits. It may, however, accept 
deposits for long periods from the public; 

(n) to discount bills, promissory notes, hindis, etc., and 
to open overdraft and cash credit accounts with or without secu- 
rity of persons^ directly or indirectly connected with Provincial 
industries.^ 

Causes o/ the Failure o/ Siaic-Aid in India : 

The history of State-aid to industry has not been happy in 
India. Indeed the results have been so disappointing that ideas 
are rapidly gaining ground that, after all, the principle of Slate- 
aid may be wrong. Before condemning the principle of direct 
financial aid to industry by the State, it is necessary to analyse 
carefully the r easons for its failu re in the various provinces of the 
country. In the earlier stage there was very little experience to 

^ An “ InSuatrial Credit Bank” hae since tiecn established bjr the Government of the 
United Provinces on the lines of these recommendations 



THE STATE IN THE ROIjB OF THE INDUSTRIAL FINANCIBB 231 


guide the Department of Industries in working the Acts and the 
investments were unfortunately not carefully planned or selected. 
The Governments of Madras and Bihar made heavy commitmen ts 
in a single coDCOT, the Carnatic Paper Mills and the Indian 
Steel Wire Products, Ltd. The success of the working of the Acts 
came, in each province, to be bound up with the fortunes of a 
single concern ; the risks were not spread out. The consegue nces 
of this imprudent policy cou ld not but be disastro us! The failure 
of the concerns landed the two provinces in serious losses. 
Nothing has brought more discredit to the State-Aid to Indus- ^ 
tries Acts than this indiscreet policy of advancing so heavily to a 
single enterprise. I t was against the fundamental principle o f 
in dustrial financing . ' 

Bu reaucratic delay in the disbursement of loans under the 
Act has in no smaH measure contributed to the disappointing 
r^ults. There was great delay in c.\-amining and valuing the 
assets of the business, in getting the recommendation of the 
Board of Industries and in the final decision of the Local Govern- 
ment. The scrutiny of the Agricultural and Industries Depart- 
ment and the Finance Department took a long time. Even 
when the Government finally decided to sanction a loan, there was 
inordinate delay in disbursing the amount sanctioned. In many 
cases loans applied for and even sanctioned were not disbursed 

after a year and sometimes more than a year. The, need . forj he 

loa n might h ave disappeared hv that time, t he .conditions of the 
ma rket might have changed . P ressing obligations could n ot 
h ave been met Md a golden oiiporfunity might have been jhrow n 
away. Under the circumstances, it cannot reasonably be ex pected 
tliat the financial results of the Act wilLbe happy. 


1 Several iMosof the dilator; methoda ot the Oorernmant «re quoi^ad by a 
member of lie Statutory Board of Indusiriea, Beognl. On Ifareb 0. lOai, tbe Board recom- 

mended a Joan of Ra. BOO to an applicant rvio wanted to improve i.a nmbrel a factory io 
enable him to turn oat more umbrcllaa for the monsoon aeason. The loan waa not aancUOTed 
by tbe Government till Auguat and then after waiting for somotimyor the money which 
WQB not forthcoming, bo withdrew hia applicalion.-Proeeedinss of the Bengal Legislative 

Council, March, 1935, p, C7B. 
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Besides tlie uncertainties that frequentl}* arose in interpret- 
ing certain sections of the Acts, there are other defects and 
limitations. I n regard to birc-purcliasc, for ins tance, there is 
n o provision in the Bihar and Orissa Act for collateral secu rity 
a nd the Government has to take over the machinery on a m onth^s 
notice from the hire-purchase r. The hire-purchaser is to pay 
only the instalments that have fallen clue before the date and is 
absolved from further responsibility. But second-hand machi- 
nery, even in good working order, does not fetch more than 20 
to 30 per cent, of its original value and consequently the 
Government has to suffer considerable losses. The Act should 
be amended in such a manner as to provide for collateral security 
and guard against loss owing to the premature termination of 
the hire-purchase agreement. The pe riod of 20 years f or the 
hi re-purchase of mac h inery in the Bengal a ndJBihajLA£tsJs_a.lso 
u nduly l ong. After the lapse of 20 yeans all machinery become.s 
" scrap ” and the Government cannot realise anything from its 
sale in the event of the bankruptcy of the industrial concern.' 
This period may very well be reduced to 7 or 10 years. 

L ack of co-ordination in indus trial policy’ between^the 
Provincial and Central Governments has been to no small extent 
respbnsilJlc'^‘oT~tlJc"unhap'^ iiistory of State-aid in India. 
Direct financial assistance from the State is but one of the 
factors influencing industrial development. Lakhs of rupees 
le nt by Provincial Governments w Ul be poweidess to bui ld up 
an industry unless other conditions are fulfilled. The other 
co nditions are tanffsT^ rail wav rates7~mTrren^" a nd excha nge. 
These are beyond the control of the Provincial Governments and 
are controlled by the Central Government. A benefit extended 
to tbe provinces under the Act may be nul l ified by the" policy o f 
tb e_ latte r. There is no use iu granting Staie-aid by the pro- 
vinces while the Central Government is working tariffs, railway 
rates and exchange in a manner which will take away the 


' S. C. Mitter (Director of Industries, Bengel)— .1 lieeorcry Plan jot Bengal, p. 558. 
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substantial part of the aid. A closely m.nrdjTiated industrial 
policy— -a scbci De of planned economy — is wbat^is re quired to 
sti mulate tbe industrial development of a cou ntry. 

The most important cause of tbe failure of State-aid in 
India lies in tbe absence of a suitable and efScient machinery to 
disburse public funds after careful investigation. Tbe satis- 
factory working of tbe Acts depends to a considerable extent 
upon tbe proper assessment of the credit-worthiness of the 
enterprisers applying for State-aid and upon the careful estimate 
of tbe prospects and soundness of their business. The task is 
not at all au easy matter and requires a special machinery for 
its fulfilment, tinder the various provincial Acts the Board of 
Industries (tbe Board of Loan Commissioners in the United 
Provinces) which meet together from time to time to examine 
applications for State-aid has been entrusted with these res- 
ponsibilities. But tbe Board is not sufficiently competent to 
judge of tbe credit-worthiness of the applicants or the financial 
aspect of the risk involved in granting the aid. The Board is 
a large and heterogeneous body and cannot examine applications 
for loans with the thoroughness they require. Tbe members 
of the Board are men of affairs and must be very busy on their 
own account. They are unable to devote their whole time or 
attention to the task. The fact that in many cases meetings of 
the Board could not be held for want of a quorum^ is sufficient 
indication of the lukewarm interest taken by the members in tbe 
matter. Neither tbe Board nor the Department of Industries 
possesses the adequate experience, organisation or machinery 
for discharging its responsibilities. The Department is more 
concerned with tbe improvement of processes, appliances and 
technique of iuduslries rather than their financial requirements. 
It has thus been called upon to undertake tbe responsibilities of 
a task for which it is not qualified. Undoubtedly in many 
instances tbe character and capacity of those" who applied for 
State assistance could not be said to be properly suited to the 
enterprises they ventured upon. The Director of Industries, 
30-1220B 
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Bihar and Orissa, staled before the Provincial Banking Enquiry 
Committee that a great many of the applicants could not be said 
to have satisfied all the tests of sound businessmen. This fact 
might be the reason wiiy they could not' raise their required 
finances from the ordinary sources and finally came to Govern- 
ment for accommodation inspite of the blaze of unwelcome 
publicity to which applications for aid were exposed under the 
Act. Applications cxceeding.a ccrhnn amount, it will be r e- 
cal led, are required to be 'adycrtisffll in ..the_. Gazette. This, 
th ough necessary to prote ct_tbe_intercsts— o.t_thc taxpayer s, is 
calculated to injure the credit of the applicants. It is not 
improbable, Therefore, thaF~thr~persohs who apply for State-aid 
are not usually those who are able to procure accommodation 
elsewhere. The Act may have unwittingly prevented enterpris- 
ing businessmen from taking advantage of the facilities granted 
under it and may have unwillingly assisted the " lame ducks,” 
the inefficient and the imbecile in business. This charge may 
be levelled even against the Indian Steel Wire Products Company. 
Its head office was in Bombay and a sound proposition seldom 
lacks money in a city like Bocnay.* A Ihrgc number of ins- 
tances has already been cited where the applicants did not take 
up the loans after they w'cre granted ; they did not even know 
their own minds. In several other cases they were unable to 
turnish sufficient security or supply to the Government all 
the necessary information required under the provisions of 
the Acts." All this is an illuminating commentary on flie 
character of the businessmen seeking aid. The financial 
result of the extension of aid to. such types cannot but he 
disastrous. Under the circumstances it is desirable that 
the Government should relieve the Department of Industries of 
these heavy responsibilities and vest them in the hands of a 

^ Eyidence ot the pircctor of Indasltics, Bihnr anil Orissa. See Bihar and Orissa 
Provincial Banking Enquiry Coiiiiniltcc, Vol. II, p. 214. 

- During 1037.3S out of the 16 applicafions for ioans made to the Bombay OoTCmmenf , 
14 could not be considered for this reason. (See Annual Report, Dcporlment of Industries, 
Bombay, 1037-33, p. EG.) 
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more suitable organisation. Properly speaking, these are the 
functions of a bank. A bank will in the first instance be able 
to exercise more commercial supernsion of the money that the 
Government is spending than it is possible for the Department 
of Industries. It will also be able to judge more adequately 
the credit standing of the applicants for State-aid, their mana- 
gerial capacity and the prospects of their industrial propositions. 
The Director of Industries, Bihar and Orissa, rightly observed 
before the Provincial Banking Enquiry Committee that “ the 
decision whether a particular industry should be financed or not 
ought to be taken out of the hands of the existing Board of 
Industries and placed in the hands of a bank."^ 

Lastly it may be observed that the State-Aid to Industries 
Acts were launched under one of the most severe depressions the 
business world has ever known. The post-war boom was 
succeeded by a widespread slump and during the past few years 
an economic blizzard of une.xampled intensity was sweeping 
over the whole world. Industries of every description, private 
as well as State-aided, suffered under it. The unhappy affairs 
of the Stale-aided concerns should not prompt one to believe 
that they were the only ones to suffer. As a former Director 
of Industries, Bengal, observed : “ It must not be forgotten 
that private industrial enterprise has been equallj' barren of 
adequate results and has failed to establish new industries of any 
substantial importance except when special tariffs have secured 
protective markets for them.”^ 

State-Aid to Industries in the Native States in India : 

In sharp contrast to the disappointing results of State- 
aid in the various provinces of British India, however, the Native 
States have been carrying on a remarkably successful policy of 
State assistance to industries. The definite attitude of moral 

> Evidence of the Director of Industries, Bthw end Orissa, Vol. II, pp. 20S-7. 

* '• Industry and State "—an article by Jlr. A. T. Weston, M.I.C.E., Director 

of Industries, Bengal, in TJie Capilal, T.ade, Industries and Transport Sopplement, 1931, p. 9. 
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support and the all-round policy of encouragement adopted by 
the States have a great deal to do Avith this achievement. The 
industrial policy of the States has suffered no handicap from the 
division of functions between Central and Provincial Govern- 
ments as in British India. This lack of co-ordination between 
the Central and Provincial Governments in regard to industrial 
policies and the consequent absence of an all-round policy of 
State encouragement were, as already noted, to a great extent 
responsible for the failure of State-aid in British India. 

Mysore : 

Mysore easily comes fir.?! in the matter of Slate encourage- 
ment for indigenous industries. There is no other State which 
has adopted a more enterprising policy of State-aid for its 
industries or has achieved a greater measure of success in that 
field. Ever since tlic Mysore Government framed rules in 1913 ' 
“ for the grant ol loans to facilitate industrial and agricultural 
operations," it has followed an active policy of State-aid to 
industries. It has established institutions under its own 
management, such as the Government Soap Factory and the 
Metal Factory; has carried on experimental and investigation 
work ; and has assisted industry in every possible way. The 
granting of loans for the purchase of machinery for industrial 
purposes and sometimes also for working capital has been a 
special feature of the State policy. 

The Government has taken shares in some concerns or 
given guarantee to private banks to advance loans to the 
concerns.' The mill industry, now one of the most flourish- 
ing industries in the Slate, has been assisted by loans, advances 
and cash credits. A cotton mill received Ks. 8 lakhs through the 
Mj’sore Banlv in the form of a cash credit. Two woollen mills 
were specially * assisted either directly or through the Bank 


^ Bcvi.ccd later id tlic liclit of subseqa^Dt experienrr. 

® Proce 'dirga of llis Tnduotrics Conference held in Simla, Juir, 1033, p. 22. 
5 Ibid., p. 20. 
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of Mysoi-e. The Mysore Yarn Co., Ltd., the Mysore Pre- 
mier Metal Factory, the Mysore Pharmaceuticals, Ltd., the 
A.rt Litho Press, the Tirthali Tile Factory, the Aryan 
Hosiery Factory are some of the industrial concerns financially- 
assisted by the Government. ^ The Department of Industries 
has started by loans or othervrise a number of flour mills, rice 
mills, pumping plants, etc. It has also assisted cottage and 
small industries and is reported to have been responsible for 
bringing into existence in various parts of the country nearly 
500 concerns owned by small capitalists. 

The industrial loan policy of the Mysore Government has 
been attended with singular success. The Government has 
lost very little money. Since the introduction of the policy of 
financial aid in 1913, the total amount sanctioned in respect of 
industrial loans up to 1930-31 was Rs. 14,35,124-3-6 of which 
Rs 9,64,032-9-11 was recovered and only Rs. 64,803-2-10 was 
written off.** 

Mr. Collins, C.LE., I.O.S.. a former Director of Industries 
in British India and afterwards the Director-General of Com- 
merce and Industry, Hyderabad State, pays a bigh tribute to 
the successful industrial policy of the Mysore Government in 
the following words : — “The State has shown that active en- 
couragement of industry can be undertaken without loss of 
public money and to the great benefit of the couitry.’’ ° 

Hyderabad : 

A Department of Commerce and Industries was established 
in Hyderabad in 1918 and since then the State has been render- 
ing financial assistance to industries. It created in 1919 an 
Industrial Trust Fund of a crore of rupees for granting State-aid 


1 See Report of ttie Admiaistratioc oX tlie Deportmenf of Indastriea and Cotniaerse, 

Mysore, 1919-20, p. 9. * 

2 Report of tlie Aduiia-stration of the Departmeat of ladostries sad Commerce, Mysore, 


1930-31. p. 4. n T -o T n o 

3 Industrial Policy in the IndiaBState'’-anart)ele by BA. Collins, C.I.E., I.C.S., 

in The Capital, Trade, loduotries and Transport Snpplement, 1932, p. 03 
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to industries. The fund is controlled by a Board consisting of 
3 members of the Executive Council including the Einance 
member as Chairman, Power has been delegated to this body, 
“ to utilise the corpus of the fund for loans to big industries and 
to spend the income in various other ways without reference to 
any further authority.” The fund has been invested chiefly 
in industrial debentures and in some cases in ordinary shares 
also. The income from this investment is used in the develop- 
ment of cottage industries, propagation of technical and indus- 
trial education and granting of loans to small industries at 6% 
interest. The policy has not been unsuccessful and bad debts 
have not been many. ^ The investments from the Industrial 
Trust Eund have yielded a full return except in one case, viz., a 
glass factory. The State invested Rs. 30,000 in the concern but 
it went into liquidation. Among the large-sized industrial 
enterprises financially assisted, the Shahabad Cement Works 
maybe mentioned,* It was helped with a loan of Es. 12 lakhs 
at 8^ interest. It is now in a flourishing condition. As re- 
gards small industries, fairly good recoveries have been made 
except in a few instances where the valuation of the land given 
in security was defective. The amount lent to these industries 
totalled in 1933 nearly Rs. 5 lakhs, of which more than half has 
been recovered.- 

c 

Baroda : 

The history of State-aid to industries in Baroda dates back 
to 1891 when a sum of Es. 1,50,000 was set aside for granting 
loans to small industries. The amount was subsequently in- 
creased to 3 lakhs. During the Swadeshi movement, when 
new industries were started all over the State, the Government 
liberally assisted every venture in every possible way. In 1906 
the Department of .Industries and Commerce was organised and 
rules were framed to grant loans to industries two years after. 

* Article by B A. OoIIins, op .cit. 

^ Proceedings of the Indnstries Conference held in Simla, Jnly, lOaS, p. 28. 
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The BaDk of Baroda was established about tbe same time. The 
Bank was expected to grant long-term loans to industry but this 
expectation was not fulfilled. In 1916 tbe Government set aside 
a sum of Rs. 15 lakhs for loans to new industries at low rates of 
interest. Tbe Bank of Baroda was also asked to advance loans to 
industrialists on the condition that the State would place with the 
Bank an equivalent amount at a lower rate of interest to meet 
the risk assumed by the Bank. The commission received by 
the Bank for the risk it undergoes in financing industry with 
long-term loans amounts to . The experiment has been 
found to be highly successful. The loss of State money has not 
at all been serious. Out of a sum of Rs. 20 lakhs only 
Rs. 43,000 have been lost so far, excluding one case when a 
debenture loan of Rs. 10 lakhs was given to a cement works,’ 

Gwalior : 

In the State of Gwalior the Durbar has granted, besides 
many concessions, direct financial aid to industrialists in the 
shape of debenture loans. The . cotton mills received as loans 
from the Government a sum of Rs. 34 lakhs. The loans were 
made out to four mills as follows : — 

Lakbs of Bs. 


1. Jayajee Eao Cotton Mills, Gwalior ... 18 

2. Binod Mills, Ujjain ... 8 

3. Nazar Ali Mills, Ujjam .». 5 

4. Sipra Mills, Ujjain ... 8 


Total ... 34 

According to the Trade Member of the State, the results of 
state-aid to tbe weaving industries have been quite satisfactory 
in Gwalior. But in the case of smaller industries loans amount- 
ing to Rs. 1.0 lakhs had to be written off. The investment of 
Rs, 22 lakhs in the two State-owned factories of pottery and 

I 

I Froceedinjs or the lodnstrieg Conference held in Simla, Jnly, 1933, p. 28. .See also 
Article by Mr. Collins in The Capilnl Sapplonient, op. cil. 

" Proceedings of the Industries Conference held in Simla, July, 1933, p, 23, 
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leather has also been unsatisfactory owing to Japanese com- 
petition.^ 

Travancore : 

In Travancore State, a sum of Es. 50,000 is provided every 
year in the budget for the encouragement of small industries. The 
Director of Industries is permitted to grant loans up to Es. 25,000 
with no further reference to the Government. Loans are given only 
on property securities valued by the Staff of the Eevenue Depart- 
ment. The Government has subscribed to a portion of the share 
capital of a sugar factory which has been working fairly satis- 
factorily since 1932. Some of the oil mills in Aleppy and other 
places also approached the Government for loans as they were 
hard bit by the prevailing economic depression and a sum of 
about of Es. 50,000 was sanctioned in 1932. An Industrial Loans 
Regulation was also passed in the same year with a view to provid- 
ing funds for granting loans to cottage workers as well as to 
large-scale industries. According to the Director of Industries of 
the State, the e.\perience of loans.granted on the security of pro- 
perty has not been unsatisfactory 


^ ProceedingB of tbe lodustiies Confeience held in Simla, 1933, p. 27. 
2 Ibid, pp. 22-23. ■ 
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State-Aid to Industry Abroad in Post-war Years 

During the post-war years, the theory and practice of state- 
aid to industry has developed considerably and in many countries 
has come to form an integral part of Government policy. There 
has been a definite breakdown of the policy of laissez-faire in 
industry which dominated so strongly the nineteenth century 
thought and practice. A study of the methods by which and the 
conditions under ivhich the State is assisting industry elsewhere 
will prove to be not only interesting but also highly instructive. 
The forms in which state-aid, both direct and indirect, has been 
furnished are various, all of which do not fall within the strict 
purview of our survey. "We are concerned here only wi^'one 
such form— direct financia lassistance, by which we refer to assis- 
tance in the form of loans with or without interest, sujl^scription 
to share and debenture capital^ grants, subsidies, guai’antee of 
interest and the like. The space at our disposal does not permit 
us to undertake a detailed survey of state-aid to industry in all 
the different countries of the world. We shall | confine our 
immediate interest to a study of the policy of State financial aid 
in a few selected countries, sufficient to give an indication of the 
growth and development of the practice of state-ain in recent 
years. Our attention will be directed particularly to a review of 
the legislation providing for state-aid to industry Hn post-war 
years. It will be found that in some instances such\ legislation 
bears a close analogy to the State-Aid to Industries Acts in India, 
and may indeed have inspired them. An attempt will be made to 
find out how far the working of such laws has been attended 
there with success from the view-point of the economic develop- 
ment of the countries concerned as well as from that of Govern- 


31-1223B 
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ment finances. Among tbe Empire countries, the Province of 
British Columbia in Canada, the State of South Australia and the 
State of Victoria in Australia are remarkable for placing on their 
Statute books in the post-war years elaborate laws for the provi- 
sion of State financial aid to industry. Jt is in the fitness of 
things that a study of post-war state-aid to industry should begin 
with a detailed review of the legislation enacted in each of these 
three countries. 

1. The Province of British Gohimbia (Canada) ’ 

In the Dominion of Canada, the province of British Columbia 
passed in 1019 an Act entitled “ The Department of Industries 
Act ” for the purpose of giving financial aid to industries. The 
aid was to take the form of a loan, guarantee or guarantees of 
securities on approved plans and the enterprises to be assisted 
were to be such as “ to encourage the economic and commercial 
manufacture of th'e natural products of the province.” 

Plans, submitted by representative’ bodies of returned 
soldiers of British Columbia for promoting and providing for 
employment through the establishment of new industries and ‘the 
development of existing industries, were also to be considered and 
dealt with.- 

An Advisory Council was appointed under the Act ‘hy ’the 
Lt.-Governor in Council, consisting of not more than 7 members, 
representative of tbe commercial, financial, industrial, manufac- 
turing and labour interests of the province.® Financial aid in any 
of the forms mentioned above would be granted to any person, 
partnership, association, company or corporation by the Minister 
of Industries upon the recommendation of the Advisory Council 


1 The Uon'ble Minister of JnduetrieB and Finance, and the Deputy Minister of Indus- 
tries, BritisI^’CoInaibin,‘fnrnisbed llie writer with the Annual Ueports of the Department of 
Indusiries, copies of the Department of Industries Act, 1010 and other documents, and also 
replied to detailed questionnaires. 

2 Section 4, The Department of Industries Act, 1910, C, 31, S, 1. 

3 Section 6 (1), . 
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and with the approval of the Lt.-G-overnor in Council. It will he 
observed that Jhe Columbia Advisory Council, its composition 
and its functions closely resemble the Statutory Board of Indus- 
tries in the Indian Acts. The object of such assistance was to 
promote and develop industries and manufactories. ‘ An indus- 
trial development fund was created consisting of such moneys as 
might be appropriated by or under the authority of the legislature 
for the purposes o'f this Act and ail sums received by way of 
interest on or repayment of any advance made by way of Joan 
pursuant to thisAot.^ 

For the purpose of this Act, a provincial Industrial Loan 
not exceeding $2,000,000 might be raised or borrowed by the 
Lieutenant-Governor in Council by the sale of debentures, 
treasury bills or notes or by the issue and sale of British 
Columbia Stock under the provisions of the " Inscribed 
Stock Act.” Treasury bills or notes might be renewed and 
re-issued from time to time and the amount outstanding on any 
original or renewed treasury bills, etc., might be converted into 
debentures or British Columbia Stock, but so as to be repayable 
not later than the 30th day of June, 1945.” All debentures, 
treasury bills, British Columbia Stock have to bear interest at a 
rate not exceeding 6% per annum to be fixed at the time of sale 
and to be payable half-yearly and repayable at a date not later 
than the 30th June, 1945.^ The Minister of Finahce might pay 
the interest accruing on all moneys borrowed for the purposes 
of the Act out of the consolidated revenue fund. A sinking fund 
might also be created for the repayment of every loan under this 
Act by annual appropriations 'of money by the Lieutenant- 
Governor in Council out of the general revenue of the province.” 
No financial aid would be granted under the Act unless the 
Minister of Industries and the Advisory Council were satisfied 

1 Section 6. ' 

2 Section 7 U). 

3 Section 12. 

< Section 13 U). 

5 Section 16 (1) end (2). 
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about the solvency, capacity and moral hazard of the applicant, 
his ability to make a fair profit, the earning powers of his busi- 
ness, the value of the security offered which was to be estimated 
on the basis of productiveness and finally that the proposed loan 
was desirable for any of the purposes of the Act and would be of 
economic benefit to the province.’ 

In the first meeting of the Advisory Council held on August 
7, 1919, the raetliods of carrying on the business of the Depart- 
ment were outlined. The “ Industrial Commissioner " appointed 
under the Act was to receive all applications for financial assistance. 
After making a full investigation on each application he vrould 
present a detailed report to the Advisory Council together with his 
recommendations for its consideration. The rate of interest on all 
loans was fixed at 6^ plus any extra charge that the Govern- 
ment might have to incur in borrowing the money or in making 
the loan. "When all conditions governing the grant of a loan 
were complied with, the amount of the loan would be placed in 
the Development Fund to the credit of the applicant. After the 
due registration and execution of the security papers had been 
completed, the applicant would receive payments from this Fund 
on voucher in accordance with the purpose for which the money 
was loaned. Thus the Department could be assured that all the 
moneys voted were used solely for the purposes for which the grant 
was made and were also used in the development of industry.* 

Up to the end of 31st December, 1919, 225 applications for 
loans amounting to the value of $2,767 ,404‘41 were received. 
Out of these only 19 applications were granted, the total amount 
of loans approved being $4,42,200." During the next year 
(1920) the number of applications rose to 362 totalling in value 
$3,044,050. The total amount of loans approved was $630,658*48.^ 

^ Section 8. 

^ Firi^t Annnnl Bcpbtt ot the DcpsitiDent orisOustrice, Britieli Colninbia, for llic Jor 
ending 31st December, 1019, p. S. 

3 Jbid, 1919. p. 0. 

- Second Annnainepcrt of the Deparlirtnl of Industries, Brilisli Colombia, for tbe yc.ir 
ending 31 st December, 1920, p. 5. 
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More than 1,000 applications reached the Advisory Council up to 
the end of 1921. Altogether loans to 76 industrial concerns Avere 
recommended up to the close of the year; but ten of these could 
not comply with the conditions laid down by the Advisory 
Council and were, therefore, uhable to take adA'antage of the finan- 
cial assistance approved by it.^ The total loans appiwed by the 
Department to 66 concerns up to the year 1921 amounted to 
$11,08,668. The loans were distributed among industries of 
various kinds and various sizes. Cordage, Toy, Bricks, Saw 
Mill, Boots and Shoes, Furniture, Boxes, Marine Engines, Ink, 
Cigar, Rubber Soles and Heels, Pickles, Fish Curing, etc. were 
some of the businesses assisted under the Act. The size of the 
loan varied from .$250,000 to a Cordage Company in Neiv 
Westminster (Canada Western Cordage Co., Ltd.) to $300 to an 
antique furniture concern in Victoria.® 

In Anew of the pre\'ailing industrial depression, the granting 
of financial assistance to industries had to be, considerably cur- 
tailed in 1921. It was held that the establishment of new enter- 
prises was not desirable Avhen the industries already assisted were 
struggling to secure order. The Advisory Council decided to 
suspend the granting of further loans except to industries in 
which the Department had already an interest or those previously 
under advisement by the Board. 

As regards the financial results of the state-aid granted 
under the Act, it is seen that at the end of 1921 the industries 
assisted by tbe Department were in arrears as follows ® : — 

Principal 87S,498'37 

Interest S22,100‘67 

Total... 895, 598-94 


I Tliiicl AnDUBl Report of the Depaitmeot of lodostries, British Colombia, for the year 
endise Slst December, 1921, p. S. • 

* Third Annual Report of the Department of Industries, British Columbia, for the year 
ending Slst December, 1921, pp. 2C-27. 

3 Third Annual Report of the Department of Induetries, British Columbia, for ihe year 
ending Slst December, 1921, p. 5. 
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Six enterprises repaid their loans in full, the total amount 
being $24,800.^ 

The repayments of principal and interest were rendered diffi- 
cult not only by the general industrial depression prevailing at the 
time but also by the fact that in many instances they came at too 
soon a period after the launching of the enterprise to admit of 
proper development of the industry'. Under the advice of the Advi- 
sory Council, the Minister of Industries granted extension of time 
in regard to the repayment of both principal and interest in the 
undertakings “ w'bere the persons connected with the business were 
showing a determined effort to fairly develop their enterprise with- 
out seriously impairing the security held by the Department.’ 

For the past few years no loans have been made under this 
Act. Approximately the sum of 2 million dollars was advanced 
by tbe Department under the Act up to the year 1933 when the 
Act was rescinded.’ The Department reraain.-? in existence only 
for the purpo.se of winding up loans that are still outstanding.’ 
As regards the working of the Act we can do no better than 
quote tbe following words from a letter of the Deputy Minister 
of Industries of the Province of British Columbia to the writer, 
dated the 7th March, 1934 ; “ 1. have no hesitation in saying that 
the Department has filled a very important part in tbe upbuilding 

of industry in the Province of British Columbia and while certain 
loans made have not been repaid and never will be, there is no 
doubt that the loans so made were fully justified and taking the 
Act as a whole I might state that it has been very satisfactory.” 

11. The State of Victoria ^ 

The Government of Victoria (Australia) passed on the 30th 
December, 1919, an Act called the Primary Products Advances 

^ Thtrf Aonual Eeport, op. cif., p. 28. - Ibid, p. 6. 

® Source : Leltcr to tlie writer from tbe Deputy Jliniatcr of Industries, British 
Columbia, dated 7th March, 1331, replyinp to a qncsiionnnirc framed by the author. 

* Source: Letter to tbe writer from tho Eon'blc Minister of Industries and Finance, 
British Columbia, dated IStb Decomber, 1333. 

< The Director of Finance, Slate Treasury, Victoria and the Director of Agricultnio, 
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Act of 1919 (No, 3038) to provide for making advances to com- 
panies ‘‘for the purposes of undertakings for dealing with certain 
primary products.” The undertakings referred to in the 
Act might be ^ : — 

(1) Abattoirs and freezing works, chilling chambers and 
cool stores for meat ; 

(2) Cool storage for fish ; 

(3) Factories for the manufacture of canned fruit, dried 

fruit or jam ; 

(4) Flax Mills ; 

(5) Tobacco curing sheds and 

(6) Fruit works. 

The undertakings included the land upon which any works 
in connection with them were built and all buildings, erections, 
ofiSces, conveniences and machineries in connection with them 
together with any additions or extensions. Applications for loans 
could be made by companies for constructing works, purchasing 
and installing machinery, acquiring b)' purchase or e.xtending or 
adding to any such works or machinery and purchasing any land 
required in connection with any such undertakings as mentioned 
above." No loans under this Act should be granted to any com- 
pany unless a three-fifths majority in number and value of the 
shares in the company were held bona-fide by shareholders or 
members thereof being persons engaged in the production of a^ny 
primary products supplied to the undertaking of the company.® 

Every company applying for a loan should have to lodge 
with the Minister a deposit of at least £10 per cent, of the 


Victoria, replied to a detailed queationnaire and furnial.cd UiC wriier with variou's documenla 
rolalin! to the operation of legislation authorising state-aid to industry in Victona 

1 Olie Primary PfoduotaAdraoces Act, 1919 (No. 30SS}, Bee 2 An Act called the 
Primary Products Advances Act, 1920 (No. SOOS). was pissed on the 28th September, 192 , to 

amend certain piovisions of tho Act of 1019. 

J The Primary Products Advances Act, 1010, Sec. 3. 

3 Section 4. 
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amount of the loan applied for. The sum would be returned in 
the event of the loan not being granted but would be applied 
towards the repayment of the loan, if it were granted.^ The 
amending Act of 1920 authorised the Treasurer to dispense 
with or reduce the amount of deposit on applications for 
loans. ““ 

All applicants should supply a statement to the Minister 
setting forth the following “ ; — 

(1) a copy of the company’s memorandum and articles of 
association ; 

(2) evidence of its due registration ; 

(3) a description and map or plan of the locality where the 
works or proposed works in connection with the undertakings 
were or were intended to be constructed ; 

(4) the situation and cost or estimated cost of the site or 
proposed site of the works and of any other land purchased 
or proposed to be <purohased in connection with the under- 
takings ; 

(5) the nature and cost or estimated cost of all buildings, 
machinery and other works erected, installed or constructed for or 
in connection with the undertaking ; 

(6) the period within which the company desired advances 
to be made and the instalments thereof required ; 

(7) any other matters as might be required by the 
Minister. 

These applications were to be referred by the Minister 
to the Director of Agriculture and the Secretary for Public 
Works for report. When the reports would be presented 
to the Minister he was to consider carefully whether 
there was a reasonable probability of the undertaking being 
carried on successfully and whether the buildings and machi- 
nery were of a character and description properly suited to 

I The Primary Prodacts Advances Act, 1919, Sec. S (2). 

^ The Primary Products Adrauces Act, 1920 (No. 3068), Section 2. 

* G?he Primary Products Advances Act, 1919, Section 5 (1). 
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the pui-poPC? for which they were intended.' If ho w.is satis- 
fied about tliesc points, and decided that llie loan should be 
granted, he wniiid have to stihiniM he application togelher with 
all doeurnenls conncelod Ihcrowitl) In the Treasurer. The 
Treasurer in his sole discretion hut with the approval of the 
CTOvernor in Couneil might grant a loan to the company under 
the Act out of any moneys legally available for the purposes. 
The. Treasurer al.-JO would decide as to the terms and conditions 
of the loan.- The aiuouiu of the loan might he paid out either 
in one sum or in .sever.i! instalments and should be repaid at 
sucli time and in siii'h amount and with interest at .a rate dclcr- 
niliu'd by the Trcasiner." An agrocmenl was to he ontcred into 
h-ftween th.* harrotv/ng cn-nfwiy and (he Trea.sfjmr In the name 
and on hcinlf of llis ^^aje.s(y, Hpocifying the terms and condi- 
tions upon which the loan was granted, (he manner in which 
advances were to he ma'ie. the lime and (he amount for 
repayment and the rate of interest. For the -purpose of secur- 
ing the repayment of the loan and interest and all raone3-s 
which, hy the Act, the company was required to pay to the 
Trivisnntr, in the same agreement the company would also 
have to execute or cause to be executed or unclertalvc that it would, 
whenever called upon hy the Treasurer, e.xceute or cause to ho 
executed at its own cost .and to tlic .satisfaction of the Treasurer 
in addition to such other .'securities as the TreasuroY thought fit 
(u) a first mortgage to Mis Majesty over the imdcrtalcing 
.and the works and all .‘JUcIi other property and n.«scts and uncalled 
capital whatever of (he company as detertnined by the Treasurer, 
f/r, (It) an assignment to His Maje.sty of all contracts and all 
right, title and interest to and in all siicJt machinery and all such 
other pr<ii)(.Tty whatsoever i)iirchased or eoiilracted to he purchased 
up to the; time of the payment of the advance or of cadi respective 

( 

• Til". I’fiiiiftry I’r'r'liid' A'lvniw-r.i Si-. 0 ill anil (2). 

! Seciinn 7. 

' Reel ion S. 

82-12230 
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instalment of the loan and all such assets and uncalled capital 
whatever of the company as determined hy the Treasurer.^ 

The effect of the execution of such assignment would be that 
His Majesty should be deemed to have a first mortgage and 
charge in priority to every other person over the machinery and 
other property, assets and uncalled capital, the subject-matter of 
the assignment, to secure the repayment of the money advanced 
by the Treasurer. Again all such moneys should be spent in 
accordance with, the agreement and no in.slalments should he 
paid to the company unless all previous instalments had been 
properly spent.® 

To enforce or satisfy the rights of His Majesty under such 
assignment or mortgage. His Majesty should have full right and 
authority to enter upon any land whatsoever and to whomsoever 
belonging and to remove therefrom any machinery or other 
property or assets, the subject-matter of such assignment or 
mortgage, and to do all other acts and things deemed necessary 
by the Treasurer." 

When a company obtained a loan under this Act which was 
utilised either wholly or partially in the purchase, erection or 
construction of buildings, machinery or any kind of perishable 
structure, it should pay every year, by way of a depreciation 
fund, a sum of money not exceeding £5 per cent, of tlie cost of 
such buildings, etc., into a Trust Fund until in the opinion of 
the Treasurer the balance to the credit of such fund was sufficient 
to cover the total cost of replacing the said buildings, machinery 
or perishable structure. The moneys standing to the credit of 
such fund should be available and be used for such repairs to or 
renewals of the said buildings, machinery or perishable structure 
as might be authorised hy the Treasurer.^ 


’ The Primary Products .Advances Act, ISli), Section 9 fl). 

* Section 9 (.3) and fU. 

3 Section 9 (6). 

* Section 10 (1) and (2). 
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In lieu of payments in respect of depreciation the Treasui’er 
was empowered by the amending Act of 1920 to increase in 
every year, the amount the company was required to repay under 
Sec. 8, by such sum as he thought fit but not exceeding by £5 
per cent, of the cost of said buildings, etc/ All works (properties, 
real and personal, all additions and improvements thereto) of the 
borrowing company must be kept insured against fire to tlieir 
full insuraljle value with some Insurauce Company approved by 
the Treasurer." A company which obtained financial assistance 
under the Act must furnish to the Treasurer every year a balance- 
sheet in such form and containing such particulars as approved 
by the Auditor-General. The Treasurer had power to inspect 
and control the construction works as well as to examine books 
and documents and demand information which must be supplied 
within 14 days relating to the business of the company. He 
might also require any information furnished to be verified on 
oath by such Directors, Managers or other principal officers as 
thought fit by him. He had also the power to prohibit any 
action of the company which in bis opinion was contrary to the 
provisions, meaning and working of the Act or the agreement, 
order the company to take any action and direct it to renew or 
repair its plant or iuachineiy.® 

In case of default on the part of a borrowing company, tbe 
Treasurer should give notice in tbe Government Gazette and in 
some other newspapers circulating in the neighbourhood of the 
undertaking of his intention to enforce compliance with the pro- 
visions of this Act. In the event of the default continuing even 

after the expiration of 14 days from the date of such notice, the 

Treasurer would appoint some person on his behalf to enter into 
full and absolute possession of the undertaking and the works 


. E«ry.ueh additional snm was to be paid in balf-yoarly inatataenU. Depreeiation 
Fnnd was not icqoiied »!«>. provided Ibc Treasurer directed, rvbere a loan granted under tb 
Z to a Company r^-aa to be repaid at a date not more than 10 yearaafter the graot, Sectm 4. 

The Primary Prodnots Advancca Act, 1920 (No. 3068). 

J The Primary Prodnela Adranecs Act, 1910, >-ec(ion 11. 

3 Section 12 (l)-(fiJ. 
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and all other property of the company, and also to manage and 
conduct the n’orlcing of the same, would appoint necessary 
managers, officers and servants and continue in such possession 
so long as the default continued. Such person appointed by the 
Treasurer -would not only exercise some or all of the powers 
possessed by the Directors, etc., but also if directed by the Trea- 
surer would cause the undertahing, the worlcs and other property 
to be sold by public auction or tender or private contract and the 
moneys thus realised should in the first place be applied towards 
extinguishing any existing liabilities of the company to the 
Treasurer.^ 

In addition to the usual payments to le made to the Trea- 
surer, any company receiving an advance under the Act should 
also pay every year such sums as would he deemed necessary by 
the Treasurer to re-imburse the expenses of the State in the 
carrying out of this Act or any agreement entered into with 
the company.® 

The unpaid amount of any advance or any portion thereof 
should with interest remain a first charge on the undertaking, 
works, land and iiroperty and the profits, assets and uncalled 
capital of the company. Ko profits, dividends or bonuses could 
be divided among shareholders of the company in any year until’ 
all amounts previously due and payable pursuant to the Act had 
already been paid to the Treasurer.® 

Any company which obtained a loan under the Act might 
with the Minister’s consent enter into an agreement with the 
Board of Land and Works to have any works in connection with 
the undertaking erected and equipped by the said Board at its 
ow'n expense.'* * 

All liabilities of the company to the Treasurer should be a 
crowm debt and all payments and remedies, therefore, would be 

I 

* Tlic I’rjiniity FioducU Advsnrcs Act, 1W9, Section IS (G), 

^ Section 13. 

2 Tlie I’riinnr}' PioductBAd\aiitcs Act, 1910 Section M 

* Section IG. 
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enforced in the name of His Majest}' against the company and 
its assets in priority to all other persons.* 

The Primary Products Advances Acts of 1919 and 1920 have 
since been repealed and the powers conferred under them have 
been vested in the State Savings Bank Commissioners of 
Victoria." According to the State Savings Bank Act of 1928 the 
business of the Commissioners is to be carried on in two separate 
and distinct departments — the State Savings Bank Department 
and the Credit Foncier Department. In the Foncier Department 
the Commissioners have been empowered to issue from time to 
time debentures payable to bearer for the purpose of maldng 
advances or loans and providing dwelling houses.® The due pay- 
ment of all debentures and of credit foncier debenture stock and 
of all interest thereon has been guaranteed by the Government of 
Victoria. The total sum for which debentures and debenture 
stock may be outstanding and unredeemed has been limited to 
ifi29 million.'* The loans may be granted to ; — 

(1) companies for undertakings dealing with certain pri- 
mary products,® 

(2) companies in connection with certain industries in 
country districts,® 

(3) companies for “ stores.” ^ 

» 

As regards the loans to be granted for undertakings dealing 
with certain primary products, the main provisions of the 
Primary Products Advances Acts of 1919 and 1920 have been 
embodied with slight modifications in the State Savings Act of 

I Section 15. 

* Sonrees : Letter to the miter from the Director of Finance, State Treasoiy, 
Melbourne, dated the 3Stb April, 1034, in which he replied to a questionnaire. Letter to the 
writer from the Director of Agriculture, Victoria, dated the 15th March, 1934. 

3 An Act to ennroJidate the Law rehtisg to the State Seyiops Banh of Anatralia, ISth 
Pebruarji 3929 (No, 3777), Section 69. 

* Jhidf Section 70. 

5 PiviEfoD 7, Sees. JJ6-20| No, 3777, Part III, 

6 DiviBion 6, Secs. 93-110, 


7 Pivision 6, Secs, 11-16. 
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1928. All the powers of the State Treasurer in the oriffinal 
Acts have been transferred lo the Savings Bank Goinmissioner.^?. 
Among the provisions applying to a company which lias received 
loans, there is found to be an additional sub-section that shares 
in the company must not be transferred without the previous 
consent in writing of the Commissioners, All transfer of shares 
in contravention of this proviso will be null and void. 

In the case of any loan granted lo a company by the 
Treasurer of Victoria under the Primary Products .Advances 
Acts of 1919 and 1920, previously in force, the said Treasurer, 
notwithstanding the repeal of any such Act, may advance any 
instalment of such loan and may grant further loans to such 
company pursuant to the provisions of the Act.s under which 
the original loan was granted and, until the original loan and all 
such further loans are with interest repaid in full, may e.vcrcise 
all 2 )owcrs given by the Acts applicable to the circumstances of 
the particular case and may by agreement with the Cominis.'sioners 
arrange for the receipt, collection and recovery by the 
Commissioners for and on behalf of himself of all repaymems 
with interest thereon and of any other moneys due and owing to 
him in connection with the loan. For the purpose of carrying 
any such agreement into effect, the Commissioners may demand 
and receive from any coinitany or jjcrson all moneys including 
repayments with interest thereon due and owing to the said 
Treasurer. Whenever such moneys remain unpaid, the Commis- 
sioners may “ commence and jirosecule all neces.sary and lawful 
powers, remedies, actions, proceedings, means for the recovery 
and getting in of the same to the same c.\lent in all respects as 
the said Treasurer would have been authorised or entitled to do 
if such agreement had not been entered into.”^ The Treasurer 
and the Commissioners have both been emijowerctl to waive the 
rights to enforce against the stock-in-trade and uncalled capital 


I state Savings Banl. Act of 1928, Section ll-l (1) and (S). 
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of the company any claim in respect of a loan or a charge created 
by the Acts.^ 

The loans granted under the Primary Products Advances 
Acts of 1919 and 1920 up to 30th June, 1933, amounted to 
£331,154-10-2. These loans were granted on terms from 
5 to 10 years, the average period being 10 years.* The loans 
were distributed among various Companies as follows ® : — 


(fl) 8 .Meat Freezing Companies 
(6) 2 Bacon Curing Companies 

(c) 1 Butter Cool Storage Company 

(d] 2 Fruit Processing Companies 


£ s. d, 
2,61,090 5 0 
35,500 0 0 
10,999 18 11 
22,564 6 3 


Total ... 3,31,154 10 2 


The rales of interest varied from 5^ % to 7%. From 1st 
July, 1932, rates of interest exceeding 5% were reduced to 5% 
for a period of three years. 

As regards the question whether the working of the Acts 
has been successful, the Director of Finance in replying to our 
questionnaire has written to us : Whilst the aid given by the 
State has a certain economic value, the working of the Acts 
from the point of view of Government finances has not been 
very satisfactory.”^ The total amount outstanding on 30th 
June, 1933, was £258, 890-4-3 made up of as follo^ys ® : — - 

£ 8. d. 

1. Interest ... ... ... ... 73,101 8 0 

2. Bedcmption ... -• 1,26,194 15 10 

3. Interest penalty for late payment of instalment 59,594 0 5 

Total ... 2,58,890 4 3 


^ Stato Savings Bant Act of 1928, See. 116. 

* Bontce : Letter to the writer from the Director of JFinance, State Treasniy, 
Mclboarne, dated 28th April, 1931. 

* Fioance Statement, 1932-83, p. 141. 

t Source : Letter to the writer from the Director of Finance, op. eit/ 

® Finance Statement, 1932-83, p. 141. 



256 


INDUSTRIAL FINANCE IN INDIA 


III. The State of South Australia * 

Another instance of post-war legislation providing for State 
financial aid to industry is found in South Australia. A “ Loans 
to Producers Act ” was first passed in 1917 which was subse- 
quently amended in 1919, 1921, 1922, 1924, 1925 and 1926. 
Finally in 1927 all these Acts were repealed and a consolidated 
Act entitled the " Loans to Producers Act, 1927” was passed 
by the South Australian Government. By the original “ Loans 
to Producers Act (No. 1312) ” of 1917 a Loans to Producers 
Board consisting of the Secretary to the Minister of Agriculture, 
the Director of Agriculture, the Agricultural Inspector, the 
General Manager, Produce Department and Under-Treasurer 
was appointed to deal with and report upon applications for 
assistance under the Act. Since the establishment of the State 
Bank of South Australia in 1925 the administration of the 
Loans to Producers Acts has been handed over to the Bank and 
all applications for loans have to be made to it. The Eegulations 
made under the Loans to Producers Acts (1917-1926) empowered 
the Bank to make loans on prescribed security to two classes of 
borrowers : (a) Co-operative Societies, registered under the 
Industrial and Provident Societies Act of 1864 or of 1923, 
engaged or about to engage in rural production, and (b) 
Landholders."! The object was the encouragement of rural 
production and effective land settlement. All applications for 
loans under the Act by Co-operative Societies, or Landholders 
should be made in their respective prescribed forms. These 
applications were to be supported by a statutoi^y declaration by 
the Secretaries to the Co-operative Societies and the Landholders 
themselves.® Any deed, cei-tificate of title, lease, agreement or 
other document ' which might be required by the Bank would 
have to be produced free of charge by the applicant. 

1 All tbe Slate doouments used in the preparation of this section were obtained from 
the Hon. Minister of Agricnlture, South Australia, who also replied to a detailed questionnaire. 

* Begnlation No. 7. 

3 Regulations 2 and 4. 



STATE-AID TO INDUSTRY ABROAD IN POST-WAR YEARS 257 

The Bank was empowered by the Act to grant loans for the 
following purposes ^ : — 

(fl) the erection of cool stores, 

(b) the erection of factories for jam making and for 
canning, drying or otherwise preserving fruit or 
vegetables, 

(c) the erection of fruit-packing sheds, 

(d) the erection or purchase of butter, cheese or bacon 
factories, 

(e) the purchase of fruit-grading machinery, 

(/) the erection of silos, 

(g) the erection or purchase of any shop or market for the 
sale of any rural products, 

Oi) the sale, whether by 'wholesale or retail, or the prepara- 
tion for sale, of any rural products, 

(/) clearing scrub or timber on land held under lease or 
agreement from the Crown, 

(fc) fallowing land held under lease or agreement from the 
Crown, 

(0 the erection of wineries or distilleries, 

(in) the maldng of additions to such cool store, factory, 
shed, machinery, silo, shop, market, winery, distillery, 
irrigation plant, barn or shed, , 

(n) the repayment of any loan (not being a loan under 

the Act) raised or used for purposes similar to (a)-(k), 

(o) the installation of irrigation plants, 

(p) the purchase of any cool stores, factory, shed or other 

building, 

(g) the erection of bams or sbeds for the curing or treat- 
ment of tobacco. 

The purposes for which loans might be made under the 
Act were divided into Class A and Class B. Class A loans 

1 Rei;ulition 6. 


83-1223B 
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might be made to co-operative societies only and included (a), 
(b), (c), (d), (e), (g), (Jt), 0), On), (n), (p), and (g). Class B 
loans, which included the purposes set out in (f), (j), (k) and 
(o), might be made only to land-owners.* 

The period of Class A loans was fixed at 18^ years unless 
otherwise determined by the Bank. For the first six months 
of the currency of the loan, interest at the prescribed rate 
should be paid and the repayment of the principal money and 
the interest accruing thereon should be made in 36 equal semi- 
annual payments, the first of which would fall due on the 
first day of the 13th calendar month from the making of the 
loan. Of Class B loans, those for the purposes of (f) and (o) 
should be for 12 years. As regards the former, for the first 
six months of the currency of the loan interest at the prescribed 
rate should be paid and the repa 3 'ment of the principal money 
and the interest accruing thereon should be made in 14 equal 
half-yearly payments. As for the latter, interest on the loan 
should be payable half-yearly for the first two years of the 
currency of the loan and repayment of the principal money 
and the interest accruing thereon should be made in 20 equal 
half-yearly instalments.* 

Every loan to a Co-operative Society should be secured 
by a mortgage over the estate and interest of the Society 
in any land' or the building thereon and the Society should, if 
the Bank so requests, in addition to giving a mortgage, grant 
a bill of sale or debentures over all such goods and chattels 
or other assets of the Society as the Bank might require. The 
Bank’s guarantee of a Co-operative Society’s overdraft as well 
as the loan to a landholder should be similarly secured.® 

All applicants for the loans should pay the cost, wholly or 
in part, of any inspection of land or building in respect to 
which the applica,tion for the loan has been made. They should 

* Hegulations 7 aad 8. 

® Begalfltion 9. 

3 BegulalioBs 10-13, 
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also .bear the expeuses of registration of any mortgage, deben- 
ture or other security.* 

During 1922 to 1925 when the administration of the 
Acts was made over to the State Bank, the Cabinet, on the 
recommendations of the Loans to Producers Board, granted 
loans to 15 Co-operative Societies amounting to £141,640. 
The loans were distributed among these Societies as follows • ; — 

£ 

8 Co-operative Fruit-packing Societies ... 39,076 
4 Co-operative Cheese Factories ... 5.028 

2 Co-operative DistillerieB ... 94,536 

1 Producer.s' Marketing Society ... 3 000. 

The purposes for which the loans were advanced were for 
purchase of plant and machinery, erection of cool stores and 
packing and grading sheds, building of factories and even 
addition to room.'--. Under the provisions of the amended 
Act of 1924, overdraft.s of several Co-operative Societies were 
guaranteed. The actual overdraft on June 30, 1925, was 
£10,293-7-0 and the amount of guarantee £24,500.“ 

The Loans to Producers Act, 1927 was passed to consolidate 
the Acts of 1917 to 1926. The same provisions for securing 
the loans as in tlic original Acts have been made in the new Act.* 
The Loan to Producers fund which was first creamd under the 
Act of 1917 has been continued under the consolidating Act. The 
Treasurer sets apart to the credit of this iund such loan moneys 
as are to be provided from time to time by Parliament for tlie 
purpose, but not exceeding £10,000 in any one financial year.^ 

I RegahtiOD 17. 

* Thd dsta are obtained from tbe li»t of varions concerns assisted year by year as 
given in the Reports of the Minister of Agrjcolturc, for the years 1922 ip. 8), li'ZS (p. 9), 1924 
(p. 8), and 1925 fp. 6.’. 

3 Report of tbo Minister of Agriculture, Sontb Australia, for tbe year ended 30tb June, 
1025, p. 8. 

^ The Loans to Producers Act, 1927, (No. 1892 of 1027J, Sec. 8, 

t Tbo Loans to Producers Act, 1927, Sec, 4 (1) and (2). 
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All sums received by the Bank in repayment of loans are paid 
to the Treasurer and form part' of it. The Bank has been 
empowered to make loans out of this fund to Co-operative 
Societies and Landholders for nearly the same purpose as before.^ 
The guarantee of the repayment of advances by another bank to 
a Oo-opei’ative Society in the form of an overdraft has also been 
provided for.- in case the loans are not carefully or economically 
spent, the Bank may stop payments of the instalments and may 
immediately recall the entire amount lent.® If a loan under the 
terms of the Act remains unpaid for 3 months after it has become 
due for payment, the Bank may enter upon and take possession 
of the land upon the security of which the loan has been made 
and may sell the estate or interest of the Co-operative Society or 
Landholder by private sale or private tender or auction. The 
sale proceeds should in the first instance be devoted towards the 
repayment of all dues to the Bank including expenses incurred 
by it in relation, to the sale and the balance will then be paid 
to the owners.^ The failure to pay interest within a notified 
period after due date for payment should be penalised by the 
Treasurer charging a higher rate than the usual one. The 
penalty rate will come into force on the fourteenth day after the 
date of the Government Gazette in which it is published.® 

As already noted, the State Bonk of South Australia has 
been administering the Loans to Producers Act since 1925. 
Up to 1932 financial assistance was granted to 22 Co-operative 
Societies as follows : — 

5 Wineries and Distilleries. 4 Butter and Cheese factories. 

7 Fruit-packing sheds. 1 Producer’s Marketing Society. 

4 Cool stores. 1 Tobacco Barn. 

^ The Loans to Prodacers Act, IQST, See. C (1) ond (8). 

* See. 13 (1). 

’ Soo. 9 (1). 

* Sec. 13 (1) and (2) 

6 Sec. 9 (2), 

^ Source : Letter to the writer from the Hon. Minister of Agriculture, South 
Australia, dated 11th December, 1933. 
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The loans have usually been granted up to 75% to 80% of 
the value of the security submitted. According to the Keport 
of the Board of Management of the State Bank of South 
Australia, 1932, operations under the Acts were confined during 
the year to the iniitier of granting advances for the purpose of 
enabling settlei-s on the West . Coast to clear land on their 
holdings. Loans were approved to 19 applicants covering an 
area to be treated of 4,670 acres and involving the sum of 
£2,307-10-0. Lip to the 30th June, 1932, the sum of 
£44,364-11-5 was advanced for the above-mentioned purpose. 
There were 340 accounts open on the books and the balance out- 
standing on that date amounted to £227,223-18-1.^ 

As regards the financial position and financial records of the 
various Co-operative Societies to which loans were made under 
the Act, a number of them, it must be pointed out, fell into 
diflBculties. During 1924 the Blackwood Fruit Producers’ 
Co-operative Society defaulted in respect to the payment of 
interest on the loan granted to it • and continued to be unable 
to meet its principal repayments during the ne.Kt year. The 
Minister agreed to defer the commencing date for repayment of 
principal, provided tlie Society put in new plant to reduce its 
heavy working expenses which were largely responsible for its 
difificulties. Another Society, the Springs Co-operative Cheese 
Company, became involved in serious financial difficulties and 
bad to go into liquidation in the year 3925. According to a 
l^eport of the Minister of Agriculture, a great deal of the 
difficulties experienced by the borrowing concerns was due to 
tbe failure to keep proper books and to the employment of 


I Beport of tbc Board of blooagiMiieai of tfae State BaiV, of Soutb Australia for {be 
year ended 30ib Jane, 1932, p. fi. 

* Report of tbe Minister of Agricnlture, Eoutb Autfralia, for Uic year ended SOtb June, 
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unqualified auditors to audit the books/ In 1925 a provision 
was included in all mortgages under Ibe " Loans to Producers 
Act ” that within 30 days after the end of each financial year 
of the Society, a duly certified and audited statement by a public 
accountant, approved by the Minister and in such form as might 
be required by him, should be submitted by the Society. With 
the object of building up cash reserve funds, provision was also 
made for the Societies to set aside annually a sum equal to 1% 
of the loan which amount would have to be expended in a 
manner directed by the Minister. The money would remain the 
property of the Society but could not be expended except with 
the Minister’s consent, the object being to build up a fund from 
which any unusual renewals or slight extensions to the building 
or plant could be effected when the ordinary funds at the disposal 
of the Company were inadequate for the purpose. A further 
provision to the effect that the books should be kept in accord- 
ance with the instructions of the Minister would, the Govern- 
ment believed, doubtless lead to better protection of its interests. 

The general position from the financial aspect of the 
operations under the Act on 30lh June, 1925^ is indicated in the 
following statement submitted by the Chairman, Loans to 
Producers Board * : — 


.Amount advanced up to 30tb June, 1025 

Hepaj’ment of Principal 

Arrears of Principal 

Amount of Interest paid 

Arrears of Interest 


a 8. d. 
12J,t)75 17 3 
575 18 0 
707 IG 0 
0,819 5 10 
958 7 G 


^ Report of the Miaietcr of .Agriculture, Soutb Australia, for (lie year ended 30th June, 
1925, p. 8. 

® Beportafthe'MinisterorAgriculturc, South Australia, for the year ended SOlh June, 
1925, p. 8. 
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The revenue account as given in the Report of the State 
Bank of South Australia shows operations under Loans to 
Producers Acts since commencement to 30th June, 1932 ' ; — 

£ s. d. £ 8. d. 

To interest charged by 77,107 3 6 By interest ... 86,040 8 6 

H. if. Treasury. receivable. 

Interest written off 3,318 5 10 

Administrative expenses 3,692 9 9 

Flotation obarges ... 651 19 5 

written off. 

Surplus ... 2,267 9 5 Bent Account ... 16 9 5 

£ 86,057 7 11 £ 86,057 7 11 

As regards the question whether the working of the Acts 
has been successful, we can do no better than quote the following 
lines from a letter to the pre.sent writer fron? the Secretary to 
the Minister of Agriculture 

“ Although losses have been incurred through certain co- 
operative societies going into liquidation, the rural producer has 
been considerably benefited from the establishment of the 
co-operative societies.” ® 

IV. Spain * 

Spain offers an outstanding example of a European country 
which enacted in the post-war years a most elaborate piece of 
legislation for state-aid to industries. On April 30, 1924, 
a Royal Decree as to state assistance for industry was passed 

1 Report of the Menagement, State Back of South Australia, for the year ended 30th 
June, 1932, p. 16. 

* Letter from the Secretary to the Minieler of Agriculture to the writer, dated the 

11th Decemher, 1933, , 

3 The writer approached the Consol for Spain iu India (Bombay) and His Britannic 
Majeaty'a Consul in Barcelona for information relating to the working of staie-aid to 
Industry in Spain. All the information that it has been possible to secure hae barn presented 
here. 
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repJaciog a similar law of 2nd March, 1917, which had ceased to 
operate on 31st December, 1922.* The industries to be assisted 
under the terms of the Decree were all agricultural and stock- 
raising industries, mining, steel and metal works, factories, 
industries for constructing buildings . and for making 
railway material, hydro-electric and electro-thermic works and 
all subsidiary industries. The Decree empowered the G-overnment 
to grant assistance for the purpose of aiding in the creation of 
new industries and the development of those already existing. 
Applications for such assistance were to be made during a period 
of 3 years from 2nd May, 1924, the period to be extended for 
further 3 years on the recommendation of competent authorities. 
According to the provisions of the Decree, the following indus- 
tries were entitled to benefits under the Decree : (a) new indus- 
tries, i.e., industries which had for their principal object the 
supply of Spanish natural products and which were as yet non- 
existent or not fully developed, (h) existing industries whose 
production was sufiBcient in quantity or quality to supply the 
normal demand in the country, (c) industries whose surplus 
production was exported. Industries connected with national 
defence were to receive preferential consideration. 

The applicants must be Spanish firms and must comply udth 
the following rules : — 

(1) In the base of limited liability companies one-third of the 
Board of Directors might be foreigners, but in the case of a sole 
trader, he must be of Spanish nationality as also the Managers 
and Directors or firms. No foreigner might be President of the 
Board or Managing Director. 

(2) 75% of the capital must be owned by Spaniards 
whatever the constitution of the firm or organisation. 

(3) 80% of the ofiBce-staff and workmen must be of Spanish 
nationality. During the first three years emplo}'ment of 
foreigners would be permitted in the following proportions : 76%’, 

* See Report of the Committee on Indoetrj and Trade — Serve; of Orerseas Market^, 
1926, p, 92. 
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during the 6rst year, o0% during the second and 30% during 
the third. 

(4) The fuel, material and fittings used in the installation 
and the articles emploj^ed by the protected industry must be of 
national production excepting when they had to be acquired 
abroad for technical reasons or owing to a difference in cost 
exceeding 16% or on account of proved urgency or when produc- 
tion in Spain was insufficient to meet the requirements of the 
country. 

The slate-aid furnished under the Decree was to take the 
form of (fl) prinleges, concessions or other advantages without 
direct economic assistance, or (6) loans made in conjunction with 
the Banco dc Credito Industrial. 

These benefits were to apply to new industries and existing 
industries where production was insufficient to meet the normal 
demand in the country. New industries might be given a 
guarantee of minimum interest on the capital invested in them, 
but then a loan would not bo granted in addition. 

Loans under the Decree were to be effected through the 
Banco dc Credito Industrial for periods up to 15 years. The total 
amount lent was not to exceed 150 million pesetas. 

In order to favour the establishment of large industries for 
which the above provisions did not provide sufficient inducement, 
a state guarantee of interest might be granted. This guarantee 
was only to be available for enterprises considered to be of 
national importance. The rate of interest provided was 5%. 
The guarantee was applicable solely to capital issued and paid up 
and would cover a period not exceeding 8 years. The maximum 
sum allotted for this class of payment was 10 million pesetas per 
annum. In the case of large industries of national importaneo 
the capital on which interest was guaranteed might be composed 
of shares and debentures to the extent of one-half of the total 
and only 25% of these shares and debentures could be trans- 
ferred abroad. An industry protected by a State guarantee of 


34-1923R 
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interest "which was in a position to pay over 6% dividend on its 
shares must surrender half the profits earned in excess of this 
dividend to the State. 

It was a condition of any concession that the position of the 
applicant industry should be declared and methods of works and 
machinery must be of modern character. In the case of a new 
industry an exclusive grant of assistance might be made for 
5 years but the concession would be withdrawn if other firms in 
the same industry introduced more advanced processes or accepted 
less protection. 

The Decree further stipulated that state-aid should not be 
given to auy industry if that industry was thereby enabled to 
compete with a similar pre-existing industry, and provided 
that petitions might be submitted to the competent department 
by the industry likely to be prejudiced ; but such protest 
must be accompanied by proofs that the complainant enterprise 
was being developed on modern lines. 

The Banco de Credito Industrial, founded by the State 
in 1920 with a capital of ;g37,600,00, was used under the 
provisions of this legislation for furnishing long-term loans to 
industry for such purposes as installation of plant and machinery, 
erection of factory, etc. Of every such loan advanced, the State 
contributed 80% and the Bank 20%, The necessary funds were 
obtained by, issuing bonds up to a maximum of 150,000,000 
pesetas. It has been estimated that up to 1933 such long-term 
loans made to industry totalled 100 million pesetas.^ But the 
policy of state assistance did not prove to be much attractive to 
the industrial borrowers of Spain, The private banks there appear- 
ed to offer less onerous terms for their loans. There was, further, an 
elaborate process of reference to various Government departments 
to w'hich every loan was subject, and applications had often 

to await sanction for as long as a year. All this served 
< 

I “ The Banting System of Spain an article by H. L. Dark in Tftc Boater, June, 

1933, p. 169, 
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to keep away many would-be borrowers of tbe Bank from taking 
advantage of the opportunities and tbe Bank unfortunately failed 
to realise tbe high hopes entertained of it. 

V. England 

Not to speak of other countries, England herself, the im- 
pregnable stronghold of laissez-faire, was not able to keep 
herself aloof from the current tendencies. The promotion of 
manufacturing industry by direct financial assistance bad been 
no part of her policy. But in the post-war years she broke 
away from the traditions of the past and in several instances 
furnished direct financial assistance to British industry. 

One of the most notable instances in which the British 
Government rendered direct financial assistance was in the case 
of the “Dye Stuffs ’’ industry. According to the recommenda- 
• tions of a Committee appointed by the Board of Trade in 1916 
that financial assistance should be given to tbe Dye Manufac- 
turers either by way of subsidy or by way of loan, Parliament 
voted in 1918 the sum of £2,000,000 “ for the development of the 
Dye Industry by means of financial assistance in aid of develop- 
ments, extensions and research. When the British Dyes, Ltd , 
was formed in 1915 the Government undertook to subscribe £1 
for every £1 of capital subscribed outside up to £1,000,000 and 
£1 for every £4 of capital subscribed outside over’ £1,000,000. 
The Government could nominate two Directors out of a total of 
6 to 12. In 1919 the British Dye Stuffs Corporation was formed 
as a result of a fusion between the British Dyes, Ltd., and Messrs. 
Levinstein with a capital of £6 millions which was raised to 
£10 millions. The Government holding became £1,700,000 
composed of 850,000 preferred ordinary shares fully paid and 
850,001 preference shares fully paid.® 

« Kep«r6oftbeOommitfeeonlDdasti7 8DaTrade-Pflctors in Industrial and Commer- 
cial Efficiency, 1927. 

2 Government Investments in Registered Compaoies, Ko. 250. 192L 
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The Corporation was further aided bj' the absolute proiiibi- 
tion for 10 years of the import of dye stuffs except under license 
and by a Government subsidy of j 6100,000 towards research. It 
paid a dividend of 8% in 1920. The scheme came to an end 
in 1922. 

The Government of the day assisted the Munster Flax Deve- 
lopment Company by taking debentures to the extent of ^33,000 
in respect of flax growing by the company. A Government 
guarantee w'as also given on similar lines. This company, 
however, went into voluntary liquidation in December, 1925, and 
only d6l,37o out of the total amount subscribed ivas recovered by 
the Government.^ 

Perhaps the most important measu)-c of state financial assist- 
ance accorded to an industry in England has been in the case of 
the Beet Sugar Industry. Ever since the beginning of the 
twentieth century, endeavours have been made to secure state- 
aid for the indust^’y without which its successful commercial 
development was not believed to be possible. The prospect of the 
British Sugar Beet Society to acquire a large estate for the pur- 
pose of building a Sugar Beet Factory and of groiving beet in 
sufficient quantities for its operation was considered by the 
Selborne Committee. In their Report in 1917 the Committee 
recommended the making of an experiment on a commercial 
scale with state assistance. Money was accordingly advanced 
from the Development Fund for the purchase of the Kelham 
Estate in Nottinghamshire, but the provision for further state 
assistance necessary to erect the factory was not made till 1919. 
It was decided to grant capital assistance for the erection of a 
factory in that year. In February, 1920, the Home Grown 
Sugar Ltd. was formed with a capital of ^600, 000 to develop the 
beet sugar industry. It acquired the Kelham estate and proceed- 
ed to build the Kelham factory. The Government undertook to 
subscrilje for a number of ordinary shares of ^1 each (not 

^ Report of tlic Committee on lad usLty oad Trade— Factors in Iiidnstrial and Commer- 
cial Rfficiency, 1927, p. 3S7. 
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exceeding 200,000} equivalent to the number allotted to the 
public subscribers. The Government further guaranteed interest 
at S% on the shares allotted to public subscribers for 10 years 
and undertook not to take any interest on its own shareholdings 
till the public subscribers had received 5% on their shares.' 
The object of Government guarantee was to subsidize the industry 
during the earlier years as a profitable commercial proposition by 
ensuring a sure dividend to the public. Ultimately, however, 
the company would be encouraged to divest itself of Government 
control and assistance. Owing to the high prices of building 
machinery, a further sum of £200,000 had to be raised. £75,000 
had to be raised on a first mortgage on the property and 
£125,000 was lent by the Government at 7% on a second mort- 
gage, the loan being repayable in 1930. The British Government 
Treasury subsequently guaranteed the debentures of several sugar 
beet companies. The following financial statement gives the 
details “ : — 

Guaranteed by H. i¥. Treasury 


Name oI Compeo.v. 

1. Anglo-Scottisb Beet Sugar 

Corporotion Ltd., 1921. 

2. West Midland Sugar Co. , Ltd . 

(1925). 

3. Second Auglo-Scottish Beet 

Sugar Corporation (1926). 

4. Lincolnshire Sugar Co., Ltd. 

(1927). 


Debentures and other permanent loan 
capitui ontetandiDg. 

£511,500 (including £140,000 of 6% 
convertible notes. The balance of 
£469,600 is guaranteed by H. 
M. Treasury). , 

£34,200. 

£741,400. 

£31,800. 


L scheme of direct assistance by means of a subsidy to borne 
produced beet sugar was announced by the^ Chancellor of the 


1 A Y- Campbell— Report 00 the State-Aid to Industries in the British Empire, France, 
the Unitcil States and Japan, IU23i p. 63. 

I aeport of the United Kingdom Sugar Inquiry Comroitlee, 1936, ctad. 4971, Table XXI, 
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Exchequer in his speech on 30th July, 1924. The Chancellor 
observed that the beet sugar industry had been developed 
nou'here except with state assistance. A period of ten years was 
necessary during which state-aid was required to enable the 
industry to get upon its feel and develop sufficiently to stand 
alone; and a subsidy on a diminishing scale for a period of 10 
years would be exactly suited to the requirements of the industry'. 
In the next year, the British Sugar (Subsidy) Act, 1925, was 
passed, providing for a subsidy at the rate of 19s. 6d. per cwt. 
until 1928, afterwards 13s. per cwt. for 3 years, and then 6s. Gd. 
for a further period of 3 years. The subsidy was extended for 
an extra year under the British Sugar (Subsidy) Act of 1934.’ 

The assistance has been successful in producing a consider- 
able development of beet .sugar production in the United King- 
dom. There were only two factories in 1924 and a third w’as in 
the process of construction. Since then sixteen more factories 
have been built. Altogether eighteen factories were in operation 
in 1935, one having ceased production. The total amount of 
subsidy paid up to 1933-34 was £30,112,077.- The sugar 
industry w'as given state-aid in order that an experiment might 
be made of growing sugar beet on a commercial scale The Gov- 
ernment at that time believed that the assistance would be defi- 
nitely temporary and its need would disappear ultimately. But 
subsequent developments, c.g., the catastrophic fiill in sugar 
prices, clearly indicate that sugar beet cannot be grown at exist- 
ing sugar prices without state-aid. 

The continuance of the policy of state-aid has, therefore, been 
urged in many quarters. The recent Sugar Inquiry Committee, 
however, found that the need of state assistance was permanent 
and that strong grounds of public advantage justifying such 
permanent aid were lacking. The majority report w*as unable 


’ Reporti uf tlie Doited Kiogdoni Sogar Isdostiy Inquiry CommiUre, 1935, cffid. 


1871, pp. 19-21. 

* Ibid, Table XX. p. 31. 
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tio recommond the continuance of state assistance and character- 
ised it in the case o£ the Beet Sugar Industry ns a “ hap- 
hazard, extravagant and inequitable method of relief.” * 
The direct and indirect cost to the State of continuing the 
assistance in 1934-35 was expected to be £7,300,000. The 
advantages obtained in return were quite inadequate and were 
not so real as supposed. They found “ no positive justification 
for the expenditure of a sum of several million pounds per annum 
on an industry which has no reasonable prospects of ever becom- 
ing self-supporting.” - The minority report was in favour of 
the continuance of the subsidy. The Government, hovi'ever, 
decided to continue the subsidy indefinitely on “agricultural 
grounds.” Early in 1936 a measure was introduced into Parlia- 
ment for the reorganisation of the sugar industry. Under it 
the subsidy was to be payable to the British Sugar Corporation, 
a semi-public utility undertaking to be formed for the purpose of 
amalgamating the existing beet sugar raanufo.cturiDg companies. 
The Treasury would guarantee its debenture issue to enable it to 
secure working capital.® The Corporation, amalgamating 15 
sugar companies, was subsequently created with a capital of 
£6,000,000, distributed among the various companies in exchange 
for their share capitals. An issue of £750,000 2f % debenture 
stock guaranteed by the Treasury was made to the 15 vendor 
companies to provide working capital.^ . 

There is an instance of financial assistance by the British 
Government even before the Great War, although that was for naval 
purposes. So early as 1903, in terms of Admiralty Contract with 
the Cunard Steamship Company, a loan of £2,600,f''00 was 
advanced to be repaid in 20 years, the rate of interest being 2^%. 
The fleet of the company and its other property were pledged to 
the Government as security for the loan.® In more recent time.s 

1 Report of the Dnited Kingdom Sugar Industry Ingniiy Cammiltee, J935, p. 93. 

* Ibid, pp. 99 102. * Ttic Stalisl, February 8, 1936, pp. 220-21. 

< The EconomM, August 29, 1936, pp. 403-01. 

S Government Aid to Merchant Shipping, pp. E2, 51, 54, 55. Copy of Agreement with 
the Canard Steamship Co., 1008. 
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the British Government undertook to provide financial facilities 
for the completion of the giant Cunard liner “ Queen Mary ” ^ 
then known as “ No, 534-.'* 

It is interesting to note in this connection that the ship- 
building industry has received, during the recent depression, very 
substantial assistance from the Governments of several other 
countries. In the years immediately following the Great War, 
ambitious schemes for the construction of merchant ships v\erc 
drawn up by almost all nations of the world. This activity 
received much encouragement from the post-war boom in inter- 
national trade. When this short-lived boom was followed by a 
slump and even yet afterwards tvhen the financial storm broke on 
the world, their activities went on unchecked. The result was 
that large numbers of ships had to remain in idleness. 
The problem was solved in the dilTcrent countrie.s by the 
respective Governments calling upon the tax-payers to boar the 
losses incurred in' operating the vessels. The most exten- 
sive form of state-aid for shipping was given by the United 
States Government. Tlie Jones White Act provided a ship- 
building fund of 250 million dollars to be lent ai a low rate of 
interest so as to encourage the building of mail-carrying ships. 
The loans would be for a period of 20 year.':. In addition 
Congress authorised the Postmaster-General to grant subsidies 
on a scale more generous than that adopted by any other country. 
American ship-owners are not satisfied even with this large 
measure of state-aid and arc agitating for its further e.xtension 
so that the construction of sea-going cargo ships may be 
encouraged.' 


VI. -Jayan 

The history of state-aid to industry cannot be claimed 
to have been particularly happy in the Western countries. 

1 “ AoKricn as a Sca-goinj Powt-r " — an ariirlo bj Sir Ardiibnld Hurd. Managing 
Edilor of tie Shipping World. 
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Expectations have not been fulfilled; financial results have 
seldom been satisfactory ; and the experiment in several 
cases had to be abandoned. But although state-aid has 
not been very successful in the West, there is at least one 
countiy in the East where glorious results have been 
achieved. There is perhaps no country in the world, where 
a more active policy of State-Aid to industry has been 
pursued than in Japan ; and there is no country in the world 
where slate-aid has produced such a rich harvest of results. 
It is difficult to account for the complete success of the policy of 
State-Aid in an Eastern country whilst it has been a comparative 
failure in the West. Important psychological factors are probably 
at the root of the matter. Peculiar Eastern traditions, the 
people’s lack of initiative, their extreme dependence upon the 
Government in every sphere of life, their habit of looking up to 
the Government for the solution of every difficulty — all these 
must have favoured the success of the policy pf State-Aid in an 
Eastern country like Japan. The country to-day ranks amongst 
the foremost industrial nations of the world. Within a surpris- 
ingly brief period sJie has turned herself from a backward agricul- 
tural country into one of the most industrially advanced in the 
world. This araaKing industrial progress of the country has, 
to a considerable extent, been duo to the active policy of State- 
Aid followed by the Japanese Government. Whatever might 
be the part played by other factors, it must be frankly recognived 
that it is the active Government participation which has made 
possible the greater part of Japan’s industrial progress. From 
the earliest times the Government has taken an active part in 
the industrialization of the country. The Government had to 
take the lead ; it could not do otherwise. The supply of capital 
was hopelessly inadequate for the new forms of production and 
for the material equipment of the country. The merchant and 
industrial classes were incapable of the great task before them. 
Hence the Government stepped in to take upon itself the task of 
shaping and initiating the industrial advance of the country. 

35— 1223B 
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“It decided itself wliat enterprises slionld be inaugurated, 
it established itself or furnished the capital for their establish- 
ment bj' private companies ; it encouraged technical and scienti- 
fic training, it imported instructors from abroad.” ’ The 
Government has maintained that initiative even to the present 
day. It has not been able to withdraw from industry and is 
continuing to introduce and support new industries and assist 
old ones in dilficulties. It has e.Ktended its aid to the national 
industries very liberally and in various ways. Besides assisting 
industry indirectly by controlling tarilTs, etc., it has actively 
assisted it directly by granting loans and subsidies. Knt only 
infant but also old and weil-cslablished industries liave received 
Government help in this manner. Advances are made to the 
industries, either direct or through banks. As will be seen in a 
later chapter the Government has from time to lime advanced 
considerable sums to the Industrial Bank for assisting industries 
in need of finance., As early as 1898 the Government placed 
5 million yen at the disposal of ihe Hypothec Bank for the 
purpose of making loans to industrial undertakings. In 1913 
the Government advanced to the Industrial Bank 13,500,000 yen 
through the Bank of Japan and the Yokohama Specie Bank. 
Bc.sides the loans, private enterprises are often protected ])y 
guaranteeing profits. Small industries are also not neglected. 
The annual budget regularly includes itcm.s for the encourage- 
ment of small industries.- Since 1928, the Government ha.s 
made to them repeated advances at low interest tlirough special 
banks or through provincial public bodies.” 

Coming to specific industries we find that the shipbuilding 
industry is one of the most important industries to receive 
Government assistance from early time of the modern period. 
The policy of subsidizing followed under the provisions of the 

* John and Dorothy, Orchard, The New Eeouemic Position of Japan (l'J30),p. 73. 

* Repart of tho Committee of IndustQ' and Trade — Survey of the Overseas Jlarkct, 
p. 403. 

^ Japanese Trade and Indnstnj, Present and Future (Mitsubishi Economic Rcsearcli 
Bureau), p. 427. 
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ShipbuildiDg Encouragement Act of 1896 and the Navigation 
Encouragement Amendment Act of 1899 has been to a great 
extent responsible for the rapid development of that industry. 
Between 1896 and 1918 the subsidy paid by the Government 
under the Acts amounted to 22,757,496 yen. During that 
period the total tonnage of Japanese ships increased by 1,300,00 
tons, an increase of 57 ‘3^ as compared with the year when the 
latter Act was passed. This rapid increase may not be wholly 
due to the Act but it is understood that tins high record would not 
have been established without the subsidy.’ The development of 
the Japanese Merchant Marine has also been due to the large 
measure of financial assistance from the State. During 1902 to 
1926, a total of 297 millon yen was paid out to various shipping 
companies in the form of bounties and subsidies.- Without the 
Government assistance Japanese shipping would not have been 
able to make the progress it has made and could have been 
operated only at a loss to the owners. In mare recent times it 
was reported that the Japanese Government was considering a 
scheme, put forward by the Minister of Communications, under 
which a subsidy amounting to 10 million yen (£1,000,000 at 
par) to be spread over three years would be paid to shipping 
firms. The money was to be raised by the issue of bonds. The 
proposal, if adopted, would result in the granting of a subsidy of 
M per gross ton of 250,000 tons of new shipping on the condi- 
tion that 500,000 tons of ships over 35 years old were simul- 
taneously scrapped. 

The Iron and Steel Industry also owes its expansion to the 
liberal assistance of the Government from the very beginning. 
Without the liberal use of the Government funds in the earner 
period and its continued assistance since, Japan could have no 
iron and steel industry to-day.® 

» 

1 S. Uyeharn, The Trade and Industrrj of Japan, p. 1S5. 

2 Pirancial and Econoniic Annnal of Japan (1900-28). 

3 In 1031 the Japan Iron iranofactniiog Co., wna formed with the aid of the Govcrn- 

ment as the reauU of a vast amalgamation of iron and steel concerns. 
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As regards tbe mauufacluring industries, it is the same 
story. The Government pioneered a Jargc number of important 
enterprises and liberalJy assisted others. It established the first 
chemical M'orks, the first arsenal, the first glass factory, the first 
silk filature. At one time or another the Government has esta- 
blished or operated cotton _ and wool spinning mills, cement, 
brick, soap and porcelain works, food factories and so on.* In 
recent years the aircrafts industry has received a large amount of 
assistance from the State. The Dye Stuff industry lias also been 
liberally subsidized. The Isaka Dye Stuffs industry (establiscd 
in 1915), for instance, received up to 1927 a .sura of 7,500.000 
yen in subsidies and bounties from the Government.* Subsidies 
have also been granted for the development of a number of other 
“ Kev ” industries, such ns manufacture of soda ash. artificial 

•r • 

indigo, etc.'' Indeed if will be no e.vaggeralion to .say that modern 
.Japanese industry owes its development mainly to the elforts and 
encouragement of q highly paternalistic Gcntral Government. 

Go7ichis}om 

From the survey of the policy of State-Aid pursued in Japan 
and in the various Native States, it is clear that it may be 
operated in such a manner as to he not only financially successful 
but also to promote the industri.ii development of llie country. 
It is only neces’sary that a piecemeal haphazard policy should be 
avoided and a comprehensive, wcU-hahneed and carefully tliought- 
out plan should bo adopted in rendering .state-aid to industry. 
There is no reason why such a policy .should not he successful in 
India. It has achieved brilliant results in Japan. The results 
have been less spectacular in the Native States but none the less 
they have been in the majority of cases quite satisfactory and the 
object lias been fulfilled. Before rejecting the principle of 

I 

' John and Dorotliy Ordmrd, The Xetc Economic FosHion of Japan (IIW), p, W. 

2 *' Prescnl-Day Japan " — Asnhi, English Stij'pkmail , U120, pp. HS. 121. 

3 Japanese Trade and Indiislrp, Present and Ftiliirc (NIilsubislii Economic EcscarcL 
Burean), p. 47. 
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State-Aid for Indian industries, it should, in our opinion, be 
given a fair trial once more. 

The principle of State-Aid to industry has been finding in- 
creasing favour ever since the last Great War. More recently in 
these days of economic planning, the State in every civilised 
country of the world has come to dorninate trade and industry in 
a manner u-hich could have never been thought possible a few 
years ago. TJie death-knell of laissez-faire has already been 
sounded and there is no chance of its ever being resuscitated. It 
has been frankly recognised that it would be the height of indis- 
cretion for a country to stand idly by when its industries may be 
going to the wall on account of the competition of state-aided in- 
dustries elsewhere. Even England herself, the greatest stronghold 
of laissez-faire, has had to break away from her traditional policy. 
Under the enormous stress of subsidized foreign competition, 
British shipping, than which perhaps an industry more entirely 
independent of ofl&cial aid, more traditionally sejf-reliant and self- 
sufficient in its resources did not exist, has been compelled to ask 
for financial assistance from the Government, and the Govern- 
ment, realising the gravity of the situation, has approved of a 
scheme of subsidy for the industry. 

While advocating the principle of State-Aid to industry in 
India, the following theoretical considerations should be urged. 
State assistance to industry whether financial or otherwise should 
never be permanent. The guiding principle should .always be 
to furnish the .aid temporarily for an experimental period or 
for maintaining an established industry over a period of stress. 
The period for which an established industry requires state- 
aid will vary from industry to industry. Generally speaking, 
ten years may be taken to be a period sufficient for an 
industry to develop itself properly and to stand alone without the 
artificial prop of state assistance. The ultimate withdrawal of 
the assistance should always be .aimed at. Very strong financial 
and economic grounds are needed to justify a policy of State- Aid 
for a more or less indefinite period. 
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It has already been emphasised that instead of rendering 
financial assistance to Indian industries through the Departments 
of Industries, State-Aid should be furnished through a Bank. The 
Industrial Bank of Japan and the various Agricultural and In- 
dustrial Banks have been utilized with remarkable success by the 
Government of Japan in this respect. The inspiration for direct 
legislation under which State-i^Lid may be furnished to Indian 
industry was obtained by the Provincial Governments chiefly 
from Columbia, Victoria, and South Australia. Laws closely 
analogous to the State-Aid to Industries Acts in India ha^’e been 
shown to have been prevalent there long before any of the 
Protdncial Governments here contemplated the passing of any 
such legislation. It is interesting to note that in Victoria and 
South Australia the administration of the Acts providing for State 
assistance to industry was handed over to banks after the first 
few years of experiment. Our argument for granting State-Aid 
through a banking institution is reinforced by the recent policies 
of the Governments of these countries. 



CHAPTER IX 


Specialist Institutions for Industrial Financing- 
Tee Industrlvl Bank of Japan 

Tlie question of establishing specialist institutions for 
providing industrial finance has in recent years received a great 
deal of attention in several countries. The need of filling the 
gap in the existing financial machinery by forming a special 
organisation is being increasingly perceived, and wherever 
industries have been unable to satisfy their long-term financial 
needs from the existing sources, the desirability of starting a 
special institution to cater for such requirements has been 
recognised. A number of countries in the post-war years have 
already set up such machineries specially designed to furnish 
long-term finance to their industries. Several other countries are 
also contemplating the organisatiofi of specialist institutions for 
the same purpose. The question of forming special machineries 
for supplj'ing long-term finance to Indian industries has been 
before the country for nearly two decades. It has engaged the 
earnest attention of our economists and publicists ever since the 
Indian Industrial Commission recommended the establishment of 
" industrial banks ” in 1918. The formation of specialist 
institutions for solving the problem of industrial finance was 
also recommended by the External Capital Committee in 1924 
and again by the Banking Enquiry Committees, Central and 
Provincial, in 1930-31. A detailed study of the work which has 
been done abroad as regards the organisation of industrial credit 
will at the present moment prove to be not only of absorbing 
interest but also highly instructive. A review^ of the basis on 
w'hich institutions specially designed for financing industries 
are working elsewhere and of their activities and achievements 
will undoubtedly be a fruitful line of research. It will 



280 


INDUSa'RIAL FUfANCE IN INDIA 


materially assist us in the solution of the problems arising in 
connection with the organisation of industrial finance in India 
and will help us to lay down the broad lines which a scheme for 
the future Indian institution for solving the problem of indus- 
trial finance may be formulated. 

Again it may be recalled that the history of state-aid to 
industry in the various provinces of India has been singularly 
unhappy. The question has, therefore, been frequently canvassed 
that if any financial assistance is to be rendered to industries 
by the State, it should be done through a special “ industrial 
bank,” and the administration of the State-Aid to Industries 
Acts should be handed over to such institutions. From the 
study we are going to make of these specialist institutions 
working abroad, it will also be possible for us to gather how 
far their machineries have been successfully utilised by the 
Governments of those countries for rendering financial assistance 
to their industries. For all these considerations, a detailed 
review of the structure, organisation and operations of specialist 
institutions that have been staHed elsewhere to solve the problem 
of industrial finance is urgently called for. 

Before we turn to review the working of the specialist 
institutions established for the provision of industrial finance, 
it is necessary to dispel some illusions as regards the industrial 
activities of -the German banks. It is commonly believed that 
the German banks are specialist institutions catering for the 
long-term financial needs of German industry. This notion is 
entirely misleading. They were never specifically designed for 
financing industries. The truth is that at one stage of their 
evolution they had combined commercial with investment 
banking business. In the post-war years; as already noted, there 
has been an increasing tendency on their part to shed their 
investment banking activities and approximate to the pre-war 
deposit banks of England. Under the circumstances, it will not 
be correct to refer to these German banks as specialist institutions 
devoted to the financing of industries. 
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Tile earliest institutions that were ever started with the 
particular object of industrial finsfncing were the Societe-General 
de Belgique founded in Belgium in 1822 and the famous Credit 
Mobilier founded in Prance in 1852. It was intended that they 
should devote themselves specially to the development of industry. 
They were the pioneers in the field of industrial financing, 
the forerunners of all later industrial banking. 

The characteristic activities of the Societe-General consisted 
in the promotion of new industrial companies, in the establish- 
ment of financial subsidiaries to hold the shares of these com- 
panies and in also taking up itself considerable amounts of these 
shares. The necessary funds for the operations were obtained by 
the Bank from (1) its own paid-up share capital and (2) savings 
bank deposits as well as (3) by the issue of fixed interest bearing 
debentures and notes payable on demand. The Bank promoted 
companies for opening up coal fields and for the construction of 
railways and canals ; and also formed financial subsidiaries, the 
chief of which were the " Societe de Commerce Bruxelles ” 
and the “ Societe nationals pour enterprises industrielles et 
commerciales.” But the Bank made indiscriminate use of the 
savings deposits w'hich were never kept separate from other funds 
and were employed in long-term industrial finance. The rela- 
tions between the parent Bank and its subsidiaries were very 
unsatisfactory. “The relation was one of mutual' participation 
and in addition the subsidiaries borrowed extensively from the 
parent Bank in order to carry unmarketable securities,”^ During 
the crisis produced in France and elsewhere by the Revolution 
of 1848, the Bank became seriously involved. An enquiry into 
its position revealed that a considerable portion of its assets had 
been locked up in unrealisable security holdings. The remaining 
assets consisted of loans made against the pledge of such 
securities with little regard for the persona} credit of the 


1 P. B. WTiale, " Bngllsli and OontinenJal Banking," Lecture U— Journal of the Insiituie 
o/Binfcew, Uaj, 1931, p. SCO. 

36-ia23B 
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borrower. A new Board of Management was formed and a 
reorganisation followed. Since the establishment of the Banque 
National de Belgique in 1851, the Societe-Gencral came to 
modify the character of its business. Its investment trust 
activities were restricted, though the interest in long-term 
industrial finance was not entirely abandoned ; but increasing 
attention came to be devoted to ordinary deposit banking 
business. 

As an institution specifically designed for financing in- 
dustries, the Credit Mobilier of France has aroused much greater 
interest. Ever since its establishment by the Pereire Brothers 
in 1852, the institution has engaged the earnest attention of 
economists and publicists throughout tlie world. In all dis- 
cussions regarding the establishment of specialist institutions 
for providing industrial finance, it has held a prominent place. 
Indeed, it will perhaps be no e.xaggeration to say that in the pre- 
war days, it was tjie only known model before a country ^Yhich 
was desirous of founding an “ industrial bank ” for the 
financing of its own industries. As originally designed the 
Credit Mobilier was to have a share capital of 50 million francs 
and was also to issue, besides short-term notes, dehenlnres up to 
10 times its share capital. The main object of the Bank was to 
function as a “ financing institution wliich would sell the 
shares in the undertakings it promoted when they were ripe for 
the market and tlnis obtain the means of financing new enter- 
prises.” The Bank at first attained notable success and showed 
large profits. It promoted a large number of railways both in 
France and abroad as well as insurance companies and foreign 
subsidiary banks; it founded the Paris Omnibus Company and 
the first French Transatlantic line ; it equipped Paris and other 
towns of France with gas lighting ; and finally it issued 
considerable amounts of French and other Government loans.^ 

r 

' P. B. Whale, " English and Continental Banking," Lecturo 11— Jouniol of ihc hsliUne 
of Bankm, May, 1931, p. 292. 
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But during the crisis of 1857 its affairs hecame seriously involved 
and the crash came in 1867 after a brief career of 15 
years. A large part of its resources became imihobilized 
in securities quickly depreciating in value. The rest were 
locked up in advances against such securities and in 
advances to its dependent companies. The Credit Mobilier 
was chiefly interested in public utility enterprises which,; 
by their very nature, could not be expected to show 
immediate returns. The shares of such companies w'cre not 
readily marketable. The principal holdings of the Credit Mobilier 
consisting of such unmarketable securities, its resources became 
hopelessly entangled in such investments. It appears that the 
original plan of issuing debentures was not put in practice and 
the funds other than long-term were used fur investment pur- 
poses. If debentures had been issued, the immobilization would 
not have had the same disastrous consequences. Besides, it 
ignored the root principle of industrial financi-ng, namely^ that 
of carefully distributing its risks. It did not proceed with 

caution and was anxious from the beginning to attain a specta- 


cular success and show large profits. For all these reasons, 

downfall soon overtook the Bank. 

Throughout the nineteenth century, the Credit Mobilier 
attracted considerable attention. It provided a great appeal to 
all those countries which were desirous of achidving a rapid 
industrial progress ; and Japan chose it as the model, when she 
founded her Industrial Bank in 1902 for the purpose of financing 
her industrial development. Till the close of the last Great 
;War the Japanese institution remained as the only type of a 
specialist bank, designed primarily for the financing of industries. 

Not until we come to the post-war years and the more recent 
years of the world-wide depression, do we find any systematic 
attempt made in luropean oomitries to evolve anewtj'peol 
maeWnerv tor the long-term hnancing of mdiistrie!. Duimg 
the pOBt-wr Tears, indnstries in several European coimtaes 
foMd it exceedingly difficult to satisfy their long-term needs. 
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These countries Imd been utterly impoverished by the effects of 
a vi'ar unexampled in history ; and there was a shortage of 
industrial capital as never before. The prolonged slump that 
followed in the wake of the Great War only served to aggravate 
the acute financial position of the affected industries. Their long- 
term needs had to remain unsatisfied or had to be satisfied from 
short-term funds, a policy which was at once costly and danger- 
ous. Again, in many instances the ravages left behind by the 
War had to be repaired. Old industries damaged by the War had 
to be rehabilitated ; modernisation of plant and adaptation to 
post-war requirements were urgently called for in a number of 
others ; and new industries had also to be started and nourished. 
Never was there a greater demand for long-dated capital for 
industry ; and never was felt a more imperative need for organiz- 
ing a special machinery to supply that capital. Attempts 
have accordingly been made in some of the new and reconstructed 
countries of Centual and Eastern Europe to establish suitable 
machineries to furnish that much-needed long-term capital to 
their national industries. 

Ever since the Landschafts were first organised in Germany, 
the device of the mortgage bank has been employed with 
remarkable success to solve the problem of long-term real estate 
credit. The whole theory of the mortgage bank is based upon 
the dehenture'^bond, the system of amortisation and the sinking 
fund. The mortgage bank is a specialist institution 
granting long-term amortisation loans on the first mortgages 
of property and issuing bonds to raise the necessary 
funds for financing these loans. It had its origin in the 
necessity for providing agricultural credits .on reasonable terms ; 
and this type of machinery was in the beginning exclusively 
emplo3'ed for gi’auting long-term credit on first mortgages of 
agricultural property. Its success in that sphere was so great 
and the advantages for financing long-term loans through such 
a device were found to be so numerous that it began to be 
employed for all kinds of real estate credit, not only agricultural 
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but also urban and communal. Not only organisations founded 
in order to aid agriculture primarily Lave begun to devote 
increasing attention to loans on city real estate, but even 
municipalities, communal authorities and public bodies in 
general, have found that the same type of machinery is adaptable 
for financing their long-term operations ; and special communal 
bonds have frequently been issued to finance such public utility 
undertakings as gas, electricity and water-works. In the present 
times the operations of the mortgage institute have come to be 
extended yet further to the field of industrial credit. During 
the post-war years, the idea of a mortgage bank, granting 
long-term amortisation loans against industrial property, made 
an instant appeal to a number of European countries. Their 
economic position was sliattered by the War; and they were 
anxious to hasten their economic reconstruction. The difficult 
task of supplying long-term finance to their industries had to be 
faced ; and necessary funds had to be raised pither at home or 
abroad. The mnoliinery of long-term real estate credit which 
had so successfully worked in other spheres was readily adopted 
by them to furnish long-term mortgage loans to industry. Since 
1924 several countries in Central and Eastern Europe have 
established industrial mortgage banks, especially designed for 
financing industries. These institutions, like tbeir confreres 
the land mortgage banks, are issuing mortgage bonds and 
granting long-term loans to industrial undertakings on first 
mortgages of industrial real property, factories, buildings, 
machinery, plant, etc. Like them, these industrial banks have 
been organised both on the joint-stock and co-operative basis. 
Like them, too, they have frequently been started under 
Government auspices and as a rule enjoy some form of State-Aid. 
Wherever there is such State-Aid, there is some corresponding 
governmental control or supervision. The needs of the small and 
middle-sized industries receive primary attention from these 
institutions, as it has always been difficult for them to approach 
the market. But the large industries are not neglected and 
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receive also their due share of attonlion. The largest of these 
industrial mortgage banlcs, whose bonds have been well received 
and are quoted in the stoek exchanges of New York, Boston and 
London, are the Industrial Mortgage Bank of Finland, Ltd., the 
National Hungarian Industrial Mortgage Institute Ltd,, and 
the Siichische Landespfandbriefanstalt (the Provincial Mortgage 
Bank of Saxony). Besides these three, there i.s another mort- 
gage institute, the National Economic Bank of Poland, which 
was founded in 1921, by virtue of a special law to assist the 
economic reconstruction of the new slate of Poland. It grants 
long-term industrial loans through the issue of “ bank deben- 
tures ” but it should be put in a separate. class by itself as 
distinct from the other three institutions. It is not a mortgage 
bank specifically designed for financing industries alone; its 
activities are not restricted to the granting of industrial credit 
only, not even to that of long-term credit. Its activities comprise 
the granting ol both short and long-term credit, not only to 
industries, State and private, but also to municipilities, rural 
district authorities and owners of agricultural estates. Different 
types of bonds — “communal,” “bank,” etc, — are issued to 
finance the varied operations of the institute. Besides fulfilling all 
these functions, it conducts every description of hanking business. 
In other words, it is not a special but a mixed mortgage bank. 

In the more recent years of the world-wide depression, when 
industries were passing through extremely difficult periods, 
attempts were made by several other countries to set up special 
machineries for supplying long and medium-term finance to 
these industries. An outstanding example of such an attempt 
has found expression, as already noled, in the British “ Credit 
for Industry, Ltd.” In Ireland also an “ Industrial Credit Co., 
Ltd.” has recently been eslablished for the purpose of financing 
Irish industry. More recently even Sweden, where ordinary 
banks have always had an industrial bias, is contemplating to 
set up a specialist institution for providing long and medium- 
term finance to Swedish industry. 
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The Industrial Bank of Ja'pan ‘ 


The most important institutional development of industrial 
finance since the establishment of the French Credit Mdbilier 
took place in Japan when the Industrial Bank of Japan was 
founded in 1902. It was an ambitious experiment in investment 
banking conceived more or less on the lines of the French 
institution. Until recently it has been the only instance of a 
specialist institution established primarily for the financing of 
industries ; and as such has attracted considerable notice not only 
in European countries but even in India. It made a profound 
appeal to the Indian Industrial Commission of 1916 who were 
mainly responsible for popularising the idea of forming an 
“industrial bank” in India on the model of the Japanese 
institution- It has since that time been strongl}' favoured by 
Indian economists and publicists. The idea of planning the 
future Indian institution on the lines of the Japanese bank which 
originated with the Industrial Commission was re-born in the 
deliberations of the Indian Central Banking Enquiry Committee. 
Indeed in all discussions regai'ding the establishment of specialised 
banks in India for industrial financing, the Japanese institution 
has always occupied the centre of the stage. ,But although so 
much interest has been focussed upon it for all these years, no 
attempt appears to have been made in this country to make a 
detailed study of the nature, organisation and activities of this 
much talked about institution. Information regarding the Bank 
has been either entirely lacking or has been extremely meagre. 
Consequently a great deal of misconception as to its true nature 
and functions has unfortunately crept into India. Even the 
“Foreign experts ” who were invited to assist the deliberations 


> The matorialB wore obtsiaca fwm the onthorities of the Industrial Bank of Japan 
with the assistance of His Britannia Majesty’s Consnl in Tokyo. M>jeh usefnl information was 
seented from Mr.Hara, Consnl for Japan in Calcutta. President of the Indo-Japaneso 

Commereial Museum, the lokohama Specie Bant and the Mitsw Bank. 

• The substance was published in the form of an article in the Calcutta Itemew, Mny and 
June, 1032. (Revised end re-wrillen.) 
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of the Indian Central Banking Enquiry Committee were not 
free from these misapprehensions. The exposition of the work- 
ing of the Japanese institution which they gave to the members 
of the Banking Committee was in some important respects 
incorrect and misleading. It is certainly worth our while to 
attempt a detailed investigation into the working of an institu- 
tion which has aroused so much interest not only in India hut 
throughout the w'orld and for which information has been 
hitherto singularly lacking. 

The national banks were established in Japan in IS7S in 
pur.suancc of the National Bank Begnlations of 1872 w’hich were 
closely patterned after the American s 3 ’stcm. A law passed in 
1896 provided for the abolition of these national banks; and 
between 1896 and 1899 the 153 national banks scattered in 
various important cities were abolished and reorganised as 
ordinary banks. At the same time numerous ordinary banks 
were newly opencfb throughout the country. Though these were 
commercial in form and denomination, mo.sl of them were 
particularly agricultural organs and were engaged in advancing 
money to the farmers on mortgages consisting of immovable 
property. 

Prince lifatsukata is the father of the prc.=;ent Japanese 
banking sj’stem. He enunciated the principle that distinct 
groups of bank's should be established to fulfil different functions. 
Accordingly, after founding a central bank and an exchange 
bank, he turned his attention to the starting of banking institu- 
tions to facilitate the grant of long-term loans to industry and 
agriculture. The industrial development of the country had not 
proceeded very far by the time of the Sino-Japancse War. But 
the victory over the Chinese gave a powerful stimulus to the 
economic life of the country. New enterprises came rapidly info 
existence and tbcr§ arose on the part of their projectors a great 
demand for long-term financial assistance. It was beyond the 
province of the oi'dinary deposit banks to render such assistance. 
There was also at the time no large investing public in Japan. 
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TKe conservative people were reluctant to invest their savings in 
industry and preferred to invest in land even though the rate of 
return might be lower in the latter. To satisfy this new demand 
for long-term industrial capital, the Industrial Bank was 
established. 

The Government enacted the law of the Japan Industrial 
Bank in 1900 and the Bank began business in April, 1902. It 
is a jointstock company and its capital was at first 10 million 
yen. By a revision in the law of the Industrial Bank in 1906, 
the capital was raised to 17,500,000 yen, which could be 
increased with the approval of the Government. ’■ The capital 
was subsequently increased to 30,000,000 yen in 1917 and again 
to oOjOOOjOOO yen in 1919. The capital was fully paid in 1922. ® 
The Government of Japan does not participate in the capital of 
the Bank but it lends to the Bank enormous funds at a moderate 
rate of interest out of the resources of the Deposits Bureau of the 
Department of Finance. The deposits of the Bureau consist 
mostly of the postal savings deposits received by the Government. 
Its business is not merely confined to the control of deposits but 
also includes the investment and management of funds. It has 
been laid down by the law that the funds of the Bureau should 
be invested solely for the benefit of the State and the public in a 
safe and profitable manner and that such investments are to be 
made only after investigation of their purposes and methods in 
connection with the committee of investments of the Deposits 
Bureau. ^ There is one peculiar characteristic of the Industrial 
Bank which distinguishes it from the other public institutions. 
Early in the history of the Industrial Bank, a considerable 
portion of its shares came to be held by foreigners. ^ According 

• Art. 2, Law of Incorporation of lbs Nippwi Kogyo Ginko, 1900. 

® The shatca of the Industrial Bank Save n par value ot 60 yen. Prices have been 
declining since 1922. From 1918 to in27 they ranged from 91 yen loSO'-lO yen. The Imperial 
Sonsehold Department held 22,725 shares in 1SB9. 

S Tbirty-foarth Financial and Economic Annual of Japan, pp, 200-08. 

t See Report ot the National Monetary Commission, lOlO-Banking System of Japan, 

pp. 187 and pp. 156-67. 

87-1223B 
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to the Japan Year Booh, 1924-25, foreigners owned 75,000,000 
yen of the Bank’s capita]. ’ 

The Bank was established with a Government subsidy under 
Government control with a 50-year charter, the renewal of the 
charter being at the option of the Government. It was pul 
under the direct superintendence of the Finance Minister who 
was to appoint a Comptroller to supervise the business manage- 
ment of the Bank. The President and the Vice-President are 
appointed by the Government from among shareholders owning 
more than 200 shares in the Bank. Their term of office is fixed 
at five j^ears. The directors arc appointed by the Government 
from among the candidates who hold more than 100 shares in the 
Bank, elected at the General meeting of the shareholders. The 
number of candidates which the meeting recommends is twice the 
•number of necessary directors. Their tenure of office is fi.xed at 
three years.* As regards the subsidy, the Government undertook 
to guarantee a 5% return on the Bank’s shares for the first five 
•years, provided the amount of the subsidy did not exceed 
5% of the paid-up capital.” The business of the Industrial Bank 
is as follows : — 

(1) To make loans on the security of national bonds, 

prefectural or municipal loan bonds or debentures 
•and shares of companies. 

(2) To subscribe for and underwrite national loan bonds, 
prefectural and municipal loan bonds or debentures 
of companies. 

(3) To receive deposits of money on fixed, current or 

special account and undertake the custody of goods 
entrusted to it for safe keeping. 

(4) To undertake trust business relating to secured 
■ debentures. 


1 The Japan Year Booh, U121-25, p. tHo. 

- Art. 7, Law of Incorporation of Nipi>on Kogyo Ginko, 1900. 
S Art. 26, ibid. 
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(5) To discount bills. 

(6) To buy and sell clean and documentary bills of 

exchange. 

(7) To make loans on mortgage or estates created by 
virtue of special laws. (Added March, 1905 ) 

(8) To make loans on mortgages of land and buildings 
belonging to factories. (Added by Law No. 6, March 
14, 1933.) 

(9) To make loans on mortgages of ships including those 
under construction which shall be redeemable by 
annual instalments within a period not exceeding 
15 years or a fixed term of not more than 5 years.' 
(Added by Law No. 26, March, 1918.) 

(10) To make loans on the security of shipbuilding 
materials or equipments. (Added by Law No. 26, 
March, 1918.) 

(11) To float National loan bonds, prefectural and 
municipal bonds and companies’ shares and deben- 
tures and to receive payments for the same and to 
effect the payment of principal and interests, or 
dividends on the above. 

(12) To make call loans or loans for a fixed term on 
security of sites and buildings belonging to factories 
or of residential land or buildings lying in localities 
where the City Planning Act is in force, provided 
that the total amount of such loans shall not exceed 
2/3rd the amount of the Bank’s paid-up capital. 

In addition to the kinds of business authorised by the above 
clauses the Bank may subscribe for and underwrite shares of 
companies with the sanction of the Minister of State for 

* According to Bye-Law Art. 33, ships accepted bytbe Bonk as snbjects of mortgages 
slioll be only those which, reckoning from the date of launching, will be less than 25 yesrs old 
at the dote of payment of the loot instolmeDt of redemption and shall bo coTerod by 
insoranco. 
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Finance. Debentures of companies, it may be noted, may be 
taken up in ordinary course but the subscription to their share 
capital requires the .sanction of the Minister of Finance. 
The mortgages acrepted by the Dank .shall be fir.st mortgages, 
but this does not apply, if llicy may be converted into first 
mortgages in eour.se of redeeming an old loan with a new loan 
furnished by the Bank' or if additional mortgages are furnished 
to the Bank. 

To raise funds for the various operations (’numerated above, 
the Jndu.slrial Bank was empowered to is.sue debentures not 
exceeding ten times its paid-up capital. Such debentures includ- 
ing e.xternal and internal, it has been laid down, should not 
exceed the aggregate of the outstanding hank loans, discounted 
bills, national, municipal and prefcclural loan bonds, debentures 
and shares of companies owned and the gold and silver held by 
the Bank.* The long-term dohontiires are redeemable by lot within 
30 years reckoning from the year of issue.* Besides these long- 
term bank debenture.'’, discount debentures may also bo issued 
which arc to be redeemed within one year.’ 

The money required for making adv.nnces to the various 
industrial companies is raised chiefiy Ity issuing these long-term 
bank debentures and discount debcnlurc.s redeemable within one 
year. The money is sometimes obtained from other sources, 
as by borrowing from the rnarlcot in long-term and short-term 
loans. In 3032, 30 million yen was borrowed in this way.* 
The Treasury Depo.sils Bureau, ;i.'’ already noted, also fiirnislics 
money to the Industrial Bank at moderate rates of interest and 
sometimes underwrites its debenture issues. For instance, an 
issue of 0,332,000 yen and of 0,181,000 yen was underwritten 
fay the Bureau in lt)32.'' The money thus obtained is appro- 

’ Art. 13, Law of Inct.'rpor.i(ion. ! Art. 15, Law c.' loforparation. 

^ Arl«. '15-lS, Bvc-Lawf of Nippon Ko-yo Oinfco. 

f Sixly-fiJTt Rqiiirl’fif tliclnfliislrial Rml: of .I»r.an, for Uie Iip.If-vcar ending June 30, 

1032, 

5 Siity-firat nnd Sixlypfpoud Rcporla nf the InduB'riiil Ban); of .iBpnn, for the li.ilf- 
ycarB endinc June SO, 1(I32 oud December 31,1032. 
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priated by the Bank for the purpose of loans to industries and 
for converting bank debentures.' 

The Bank issues its O’w'd debentures both at home and 
abroad. As regards its bonds floated in foreign countries the 
Government guarantees the capital redemption and interest 
payment, whenever the occasion requires such a step.* It is. evident 
that the Bank was designed to introduce foreign capital into the 
country. Its first external loan was a debenture issue, secured 
by tlie Japanese Government, of ^2,000,000 (19,526,000 yen) 
floated in England and Prance in 1908 at 5% rate of interest.' 
During the first eleven years of the Bank’s existence as much as 
350 million yen was raised abroad for financing Japanese 
enterprises This sum included : — 

50 million yen raised for Government. 

MO „ „ „ Municipalities for public works. 

135 ,, ,, „ ,, South Monehurian Eoilway, 

The sterling debentures of the South Manchurian Eailway 
were issued in London in 1907, 1908 and 1911.® As further 
instances of loan issues in foreign markets, the issues of a 
^6, 000,000 loan in London for the City of Tokyo and of a 
$19,740,00 loan in New York for the City of Yokohama in 1926 
may be mentioned.® The Bank signed these contracts as agents 
of the two cities and completed the proceedings accompanying 
these issues. The total amount of external debentures issued 

1 Siitr'arst; Report ot the Industrial Bank of Japan, June 30, 1932. 

2 Source : The Consol of Japan. 

3 Thirty-ninfh Annnal Table of Bonds and Debentures in Japan (esisting on 31st 
December, 1032) compiled by tbc Todnstrial Bank of Japan furnished by the authorities of the 

Bank. , 

< G. G. Allen, Modem Japan and He Problemi, p. 106, 

6 Finaociel and Ecouomio Annual of Japan, IKS, pp. SO-51. 

® Finaneiai end Economic Monthly, Febmary, 1927, p. 19. Also Fiftieth Report of 
tbo Bank, p. 6. 
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by the Bank still outstanding was 10,107,633 j'en in 1932.^ 
The issue of own debentures of the Industrial Bank has 
been increasing from towards the close of the last Great 
War. The peak was reached in 1923, the year of the 
Earthquake. The enormous funds thus obtained by the 
Bank were utilised in restoiing the vast areas devastated by the 
earthquake. Once again during 1931-32 a high point was 
reached when the Bank, taking advantage of the continuous and 
pronounced monetary ease, tried to augment the supply of long- 
term funds by issuing debentures. * The bulk of the new issues 
was intended to replace older issues bearing a higher rate of interest 
or maturing over a shorter period than was desirable. But by 
the end of the half year in June 30, 1933, the total amount of 
outstanding debentures was reduced to a great extent by the 
liquidation of credits granted to business enterprises. The co- 
operation of banks and other financial institutions had enabled 
these undertakings to consolidate their position by public issues 
and other operations. The Bank has since remained keenly 
alive to the reorganisation of the debt structure among the 
industrial and farming communities. The demands upon it or 
its own debtors are being considerably reduced by conversions 
and other operations carried out under its own direction. “ 

It may be mentioned in this connection that the Industrial 
Bank not only « played in the earlier years of its inception an 
important part in the introduction of foreign capital into the 
country, but in the more recent years has also been instrumental 
in investing Japanese capital abroad, especially in China. The 
Government encouraged this policy of the Bank by guaranteeing 
its profits on foreign investments within a limit of 100 million 
yen. The Bank has also been the medium through which the 


1 Tliiity-fourtli Financyil and Economic Annual of Japan, 3034, p. 101. The External 
debentures outstanding (in millions of yen): 1923—10, 1021—54, 1925—51, 132(1—64, 
1927—10. 

* Sixty-aecond Report of the Industrial Bank of Jopun, December 31, 1932. 

3 T/icSfafisf, November 17, 1984, International Banking Section, p. 1757. • ’ 
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Deposits Bureau lent enormous sums to several Chinese enter- 
prises. For example, 7,500,000 yen were advanced to the 
Nanjin Eailway, 9,600,000 yen to the Toa Industrial Company, 
2,051,000 yen to Han Yea Ping Company, etc., such investments 
of the Deposits Bureau through the Bank totalling 128,000,000 
yen. ^ In association with the B^nk of Taiwan, the Bank of 
Chosen and other Japanese banks, the Industrial Bank partici- 
pated in numerous loans to Chinese Governments and enter- 
prises. Between June and September, 1918, the Bank advanced 
a 10 million yen loan to Kirin Hueing Eailway^ a 30 million yen 
mine and forestry loan and another loan to the Kaomi-Hsuchow 
Shuntefu Tsinantu Eailway. Several million yen have also been 
advanced to the following development companies formed to 
finance Sino-Japanese industrial enterprises in China, cis., the 
Toa Kogyo Kabushiki Kaisha, the Chunicho Jitsugyo Kabushiki 
Kaisha and Nika Boshaku Kabushiki Kaisha. The Bank, in 
addition, participated in the famous “Nishihara ” and other loans 
to the Chinese Governments. 

This policy of foreign investments pursued by the Industrial 
Bank since the Great War is somewhat similar to the participa- 
tion of the German Banks in loans to foreign Governments and 
enterprises. But in the case of the Japanese Bank, there is no- 
where to be found the success achieved by the German Banks nor 
their insistence for a quid pro quo for the interests of their asso- 
ciated industrial companies at home, A considerable portion of 
the Bank’s loans to Chinese Governments and enterprises has 
become “ frozen ” and unrealisable. 

Prom the foregoing enumeration of the kinds of business 
the Industrial Bank has been authorised to transact, it is abun- 
dantly clear that the institution combines principally the func- 
tions of an issue-house with those of a mortgage bank. Although 
the Bank has been claimed to be essentially la monetary institu- 


1 Herbert Brelter, /apanere Baitkiitg, p. 182, p. 223. 
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tion for industry, it cannot be characterised as a pure industrial 
banking corporation in the sense that it is interested exclusively 
in industrial issue or mortgage business. For, in addition to its 
industrial business it frequently floats and underwrites Govern 
ment and Municipal loan bonds. It does not’ even stop there but 
also engages in commercial , banking business, such as the dis- 
counting of bills and the receiving of deposits. 

There is considerable misunderstanding as regards the 
conduct of ordinary banking business by the Industrial Bank of 
Japan. The “ Foreign Experts ’* who were invited to assist the 
Central Banking Enquiry Committee in India believed that the 
Japanese Bank did not receive deposits or carry on any ordinary 
banking business, and during the discussions with the members 
of the Committee strongly made tliis point, * But the Bank is 
not only expressly authorised by statute to receive deposits and 
do ordinary banking business hut in practice it actually engages 
in such business in addition to industrial financing. A refer- 
ence to the variou.s balance'.sheets of the institution published 
semi-annually shows that it accepts fixed, current account and 
special current deposits. The amount of such business is 
not insignificant, and totalled, at- the end of June 30, 15133, 
21,273,147 yen, 3,639,005 yen and 11,335,4]9 yen respectively. 
Besides these there were special deposits and deposits at notice 
amounting to 19,200,915 yen ami 5,082,012 yen respectively. 
These various kinds of deposits ran to 04,131,190 yen in a total 
of liabilities amounting to 578,485,790 yen. On the assets 
side of the balance-sheet, we find that tlie Bank discounted bills 
amounting to 100,034,622 yen and made call loans amounting to 
7,700,000 yen. Thus the impression that the Bank does no 
ordinary banking business is not correct. It is a mixed banking 
institution with a preponderance of issue and mortgage business. 

As a mortgage bank for industry, it is no doubt empowered 
to furnish loans on the security of real estate, land and factory 

r DiECQssioDE with Foreign EsperU— Indian Central Banking EnQiiiry Commiltco, Vol, 
rv, p. 195,p. 107, p. 270. 
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buildings, but an important part of its business is to supply 
money on movables,- such as making Joans on tlie security of 
local and national bonds, shares and debentures of companies, ’ 
The loans it makes to industry are stated to be long-term. But 
according to Article 40 of the Bye-Laws, loans made by the Bank 
cannot run for a longer period than , five years. Now loans for 
so short a period as five years can hardly be regarded as long- 
term. Wherever specialist institutions are catering for the 
long-term financial needs of industry, the advances are made for 
a period much longer than five years. They generally run for 
periods over ten years and frequently for as long as twenty years. 
Loans running from two to ten years are considered as medium- 
term. Nowhere does a specialist institution designed for the 
long-term financing of industries has restricted the period of its 
long-term loans to five years only. 

Under the circumstances the Japanese Bank cannot be said 
to provide long-term industrial finauce. Its- loans are at best 
medium-term. It is only in the case of ship mortgage loans 
that the period is really long-term. Even here in actual practice 
loans have frequently been made for periods less than fifteen 
years. A distinct characteristic of mortgage banks dealing with 
long-term credit is the provision of amortisation for the loans 
granted. In the Japanese Industrial Bank, which claims to be 
an institution engaged in sucb type of business, it is remarkable 
that there is no statutory provision for amortisation as regards 
its industrial loans generally. It is only in the case of the loans 
against the mortgage of ships that it has been provided that 
the Joans may be redeemable by annual instalments. It will 
be seen that the Bank has no resemblance to the post-war 
institutions in European countries which have been specially 
designed to grant long-term amortisation loans on mortgage 
of industrial property. , 

I Count Okiimn, Fifty Years of Neio Jayan, p. 627. Also Marqnis Fatsura, The 
Barikiiig System of Japan (National Monetary CooiiniBBiou), 

33-12838 
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Altlioiigl] tlie Biuilc was authorised to funiish loans on 
mortgages of other real estate, yet those on the mortgage of 
slilps and shipbuilding appurlenanccs were given the greatest 
predominance. There was no other kind of business transacted 
by the Bank for which such detailed and elaborate regulations 
were laid down. It was only in the case of such loans that 
provisions were e.xpressly made in the Law of Incorporation and 
Bye-Law.s as to what proportion of the appraised value of the 
mortgaged properly could be made as a loan. It was laid down, 
for instance, that the amount of the loan to he advanced on 
mortgages of ships launched or under construction should he 
less than iwo4hirds of their value as estimated by the Bank 
and less than four-fifth.s of the insured amount as well, provided 
tliatsucli amount did not exceed the estimate:! construction value 
reduced by 4/100tlj per annum after launching.' Ships offered 
and accepted as mortgage must not he. more than 20 year.' old 
at l!ic dale of the. payment of last instalment for the redemption. 
They must be covered by insurance in a company approved by 
the Bank. Tin marine mortgage hnsine-is of the Bank over- 
shadowed in the past every other kind of mortgage business it 
engaged in. It is only in recent year.s, specially after the 
prolonged slump in the shipping industries, that it has consider- 
ably developed its mortgage business as regards general industry, 
large and .small. In the beginning, as a mortgage institute, it 
functioned primarily as a ship mortgage hank. 

Applications for loans from industrial companies are subjected 
to very close and stringent investigations by the special technical 
department of the Bank." Loans arc granted only on the 
advice of that department. In assisting industries, the 
ap[)licatio:i:s were, in ilie eariier years, judged not so much 
on the merits of the security offered hut by the potentialities 
of the industry ^in question and the business reports of the 
applying company. Diiidng the panic of 1927, however, the 

» Art. 31> (5). 

^ Source : TIic Gou.'itil ot Japnn. 
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Bank found that it had to make readjustments in connection 
with large amounts of its advances and had to take over land 
and buildings worth half in value of what it had actually loaned. 
Since that time the Bank has considerably revised its loan policy. 
More attention is now directed to security values. Special 
interest is taken in those industries that are found after a close 
examination to have the prospects of maintenance or develop- 
ment. Loans have been made as promptly as possible and in 
recent years the Bank has adopted the policy of proceeding in 
the future with less red tape and more expedition in the financing 
of industries.^ 

In the beginning the Industrial Bank was chiefly interested 
in the heavy industries. The shipping, iron and steel, 
engineering and chemical industries used to receive long-term 
advances from the Bank." The cotton industry, it will be 
noticed, is absent from this list and the remarkable progress 
of that industry owes nothing to the assistance from the Bank. 
The industry is controlled by powerful firms whose extraordinary 
financial strength renders them absolutely independent of the 
Government banks." The Bank’s association with the ship- 
building industry of the country has been particularly close. 
The Kawasuki Shipbuilding Company, the Kokusai Steamship 
Company and other concerns received considerable amounts of 
financial assistance from the Bank. It has not only made direct 
advances to the shipbuilding industry itself but has also been used 
by the Government as a medium through which State assistance 
to the industry has been liberally given. During the Great 
War, when the shipbuilding industry was on the highest wave 
of prosperity, the Bank, along with the ordinary banks, invested 
heavily in tlic industry. But during the slump that followed 

1 Sistioth Report of {fioladostrial Bunk of Japan, for the half-year ending December 

31, 1031. • 

2 G. 0. Allen, Modern Japan and its Probkms, p. IBS. 

3 The ladnstrial Bank has, hoOTver. acted as Trustoes of mortgage aebentures of the 
following Spinning and Weaving Companies : (1) KnrasWki Spinning Co. (5 million yenl, 
121 Toynme Spinning Go. (2 tnillion yon), (3) Knrashiki Silk Weaving Co. (4 milhbn yen). 
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in tbe wake of tbc boom, a large portion of the Bank’s advances 
on security of sbipj became unrealizable, many shipping 
companies being unable to pay inleresl on their loans. Hence 
the Bank was compelled to discontinue its policy of making 
advances to shipping companies for several yeans. II was only 
in 1029 that the Bank \vas reported to resume this activity 
when a sum of 2,800,000 yen was advanced on the suciirily 
of seven medium-sized vessels. The advances were for le.^s than 
13 years and bore interest at 8%.’ Kven when the Bank 
resumed its ship mortgage busincs.^, it decided, owing to the pre- 
vailing conditions in the shipping world, to re.?tricl it.s advance.® 
to those who had been engaged in the industry for many years 
and had proper connections at the princii)al ports of the world." 
Ever since the prolonged po.st-war slump in the shipping industry 
the marine mortgage hu.«inc.ss of the Bank has ceased to be so 
important a line as before. In recent years (he Bank has been 
taking a great deal of interest in its long-term loans Inisiuess 
with respect to other industrie.s and as a result its mortgage 
loans business has tended to grow. Long-term loans to industry 
have been rapidly increasing since 192f!, the peak being reached 
in 1931. The decline of long-term loans since 1932 is, as we shall 
see later on, ascribable to a great c.xtenl to the fact that industrial 
concerns had repaid a considerable portion of their duc.s and that 
the liberal assistance from the Bank liad put (hem on such a 
sound footing as to do away with (he necc.ssiiy of further loans. 

The following table strikingly illustrates the rapid growth 
of the fixed loans business of the Bank in recent j*ears ^ : — 

At tlie ond ot tlic Iialf-ycar FijeJ Ijoids. 

Yen. 

December 31. l'J2G ... ltia..‘j32,7fin 

Juno 30, 1027 ... 201,703,201 

Japan AJrcr/iser^ 5107,1020. 

Fiftj-oiglith Report of ttio Indmlriiil ItinlJ of .Inpao, for tlic tiaU-yc.ir ending 
Dcccmbor 31, 1930. 

3 Data CDllecIcd from tile various Seiiii-nnnual BilancC'Sliecta of the Indnstrial Bank 
of Japan. 
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At the end of tho half-year 

Fixed Loana, 
Ven. 

December 31, 1927 

... 219,058,151 

June 30, 1928 

... 240,425,655 

Deoembci’ 31. 1028 

... 251,599.827 

June 30, 1929 

... 270,133,280 

December 31, 1929 

... 260,523,782 

June SO, 1930 

... 263,200,049 

December 31, 1930 

... 273,092,957 

June 30, 1931 

... 306,118,056 

DecemberSI, 1931 

... 319,936,376 

June 30, 1932 

311,746,055 

December 31, 1932 

.... 306,605,897 

June 30, 1983 

... 276,375,288 


The role of the Bank as an industrial financier is not, 
Jiowever, confined to the provision of mortgage loans only. The 
Bank’s issue business is even more important than its mortgage 
business. It plays a very useful part as an issue house, an 
investment banker and an underwriter. In this Capacity it has 
assisted a considerable number of industrial companies by floating 
and underwriting the debentures issued by them. In fact the 
principal way in which it has financed industries has consisted 
in floating and underwriting these debentures. The shipping 
concerns have naturally received a large measure of its assistance 
in this respect but the assistance rendered to numerous public 
utility companies and industrial enterprises of various kinds has 
been no less considerable in the recent years. (1) Railways, 
(2) tramways, (3) electric power, (4) paper, (5) sugar, (6) 
cement, (7) water power, (8) motor bus, (9) rope manufactur- 
ing, and (10) artificial manure companies are, among others. 



302 


INDUSTRIAL FlKAKCE IN INDIA 


the principal industries whose debentures have been floated and 
underwritten by the Bank in present times. The issue busi- 
ness of the Bank is not, however, restricted to tlie underwriting 
of industrial debentures only, for the Bank has on numerous 
occasions acted similarly on behalf of the Government, municipal 
and local bodies. 

In this matter of floating and underwriting bonds and deben- 
tures, the Bank sometimes acts alone and sometimes in close 
co-operation with other banks. There are at present about 15 
banks in Japan, including the Industrial Bank, the Bank of 
Japan and the “ Big Five” which usually act in close association 
with one another for the flotation of the securities. This policy 
of the Bank undoubtedly spreads out the risks of investmenlfairly 
widely and is reminiscent of the practice of German banks. 

Participation or subscription to share capital of industrial 
companies does not appear to constitute an important line of the 
Bank’s business and it may be undertaken only with the sanction 
of the Minister of Finance. The provision of initial finance for 
fixed capital expenditure of industry is not, therefore, an essential 
function of the Bank. Its special business consists in the fur- 
nishing of capital for extension, modernisation and reorganisation 
of industry. We have very carefully studied the semi-annual 
reports of the Bank for a considerable number of years but 
nowhere have wo come across an instance where the institution 
subscribed to or underwrote the shares of an industrial company, 
while the underwriting of debenture issues is the most important 
line of activity in every business year. 

With a view to leading industrial finance to its normal 
channels, the policy recently adopted by the Bank has consisted 
in having its long-term loans to industry converted into deben- 
tures issued by them for the purpose. The Bank has directed 
its efforts to have such debentures issued on sound mortgages 
and a redemption fund has been provided for them.^ 

^ Sixtieth and Sixty-tbird ItepoitB of the Indiutrial Bank of Japan, December 31, 1931 
and Jane 80, 1933. 
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We give below a classified 

abstract of 

the debentures of 

various companies floated and 

underwritten by tbe Industrial 

Bank of Japan either singly or in syndicates in recent years ^ : — 

Deecription. Amoant ieeneS. 

Ten. 

I. Railway and Tram — 

Tear of lasne. 
Half-year ending 

South Manchurian Railway 

10,000,000 

Dec. 31, 1926 

>1 If If 

20,000,000 

June 30, 1927 

Oji Electric Tram Co. 

6,000,00 

If 

Seibn Railway Co„ 



(Second Debenture) 

3,500,000 

Dee. 31, 1927 

(Third Debenture) 

3,000,000 

M 

South Manchurian Railway 

50,0011,000 

f » 

Co, (Twenty-seventh 

Debenture). 



Chichibu Railway Co. 

3,000,000 

* June 30, 1928 

South Manchurian Railway 

35,000,000 

»» 

Co. 

laa Electrio Railway Co. 

11,000,000 

June 30, 1920 

South Manchurian Railway 

35.000,000 

It 

Co. 

,, „ (30th Deb.) 

20,000,000 

Deo. 31, 1930 

„ „ (31st Deb.) 

30.000,000 

, Dec. 31, 1931 

2,265,000,000 


II. Electric Light and Power — 



Ina Electrio Company 

10,000,000 

Dec. 31, 1926 

Formosa Electric Power Co. 

8 000,000 

1} 

Sakusan Water Electric 

4,000,000 


Power Co. 



City of Tokyo Electric 

3,200,000 

1 


Entsrprises Losn bonds. >) 

1 • Data colJacted ham varions Semi-Annual Reports of tbe Bank. 
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DescTiption. 

AmDnai issned. 
Ten. 

Tear of Issue. 
Half-year ending 

Azumi Electric Company 

3,500,000 

June 30, 1927 

„ „ (2nd Deb.) 

1,000,000 

Dec. 31, 1927 

Daido Electric Power Co. 

19.910,000 

f * 

Hakusan Hydro-Elfeelric 
Power Co. 

4,000,000 

»» 

City of Tokyo Electric 

Works. 

41,5000,000 

Jnne 30, 1928 

Hukusan Hydro-Electric 
Power Company. 

4,000,000 

*f 

Ibigwa Electric Co. 

10,000.000 

Dec. 31, 1928 

Alorioko Electric Light Co., 

8,500,000 

tt 

Shinano Electric Co. 

3,000,000 

ff 

Komatsu Eleclrio Co. 

1,200,000 


Formosa Electric Power Co., 

6,500,000 

1* 

Daido Electric Power Co. 

15,000,000 

>t 

Tobu Electric Power Co. 

14,000,000 

t • 

Nippon Kai Electric Co. 

8,000,000 

Dec. 31, 1929 

City of Tbkyo Electric 
Enterprises. 

15,000,000 

June 30, 1930 

Eukushima Electric Light 
Company. 

10.000,000 

if 

Tobu Electric Light Go. 

2.000,000 

ft 

City of Tokyo Electric 
Enterprise Short-term 
Loan. 

17,560,000 

Dee. 31, 1930 

» 

Hidachi Electric Power 

Co., First Series. 

4,640,000 

Jnne 30, 1932 

Cbubu Electric Co. 

3,000,000 

ft 
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III. 


Description, 

Aiuonnt IsiiKd. 

Tear of Issue. 

Cement — 

Ten. 

Half-year gadina 

Yatvagi Cement Co. 

•S, 000.000 

Dee. 31. 1926 

Onoda Cement Co. 

3.700,001 

J une 30, 1929 

Chichibu Jetnent Co. 

2,500,000 

li 

Onoda Cement Manufac- 

3..50D,009 

Dec. 31, 1929 

turing Company. 



Asano Cement Manufac- 
turing Company. 

4,C40,00<’) 

June 30, 19-32 

16,340 r 00 



rV. Sugar — 


Teikoku Sugar Defining Co. 

.1,000,000 

Dec. 31, 1926 

Teikoku Sugar Manu- 

3,000,000 

June 30, 1929 

facturing Co. “■ 

10,000,000 

• 

V. Paper— 

Fuji Paper Mill Co. 

10,000,000 

Dec. 31, 1926 

>1 tt » »i 

10.000,000 

June 30, 1927 

II II •' " 

10.000,000 

June 30, 1928 

II II » ’> 

16,000,000 

Deo. 31, 1928 

II II '1 >• 

30.000,000 

June 30, 1929 


76,000,000 


VI, Shipping— 

Kakusui Steamship Co. 

2,5000,00 

Dee. 31, 1927 

Nippon Yusen Kaisba 

30,000,000 

Dec. 31, 192S 

I. 1' ” 

15,000,000 

Dec. 31, 1929 


47,500,000 

e 

VII. Piope Manufacturing— 

Tokyo Dope Manufacturing 

6,600,000 

Dec. 31, 1928 


Company. 


39 - 12231 ? 
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Description. Amonntlssned. 

Ten. 

VIII. Artificial Manure — 

Tear of Issue. 
Half-year endinj' 

Dai Nippon Artificial Manure 9,500,000 

Go. 

June 30, 1929 

IX. Motor Bus Enterprise — 

. 

City of Tokyo Motor Bus 2,497,000 
Enterprise consolidated loan 
bonds. 

Dec. 31, 1927 

X. Waterworks and Drainage — 


City of Tokyo Water and 3,840,000 
Sewerage Works loan bonds. 

June 30, 1927 

City of Tokyo Waterworks and 12,286,000 
Drainage third loan bonds. 

Dec. 31, 1927 

City of Utsuno Miya Water* 897,000 
works loap bonds. 

Dec. 31, 1928 

City of Tokyo Waterworks 17,440,000 
consolidated loan bonds. 

Dec. 31, 1928 

Besides the above, the Bank also assisted in floating and 
underwriting debentures of other industrial companies amounting 
to — 

15,500,000 yen during the balf-yeor ending 

30th June, 1931 

18,000,000 yen „ „ „ 

31st December, 1931 

175,000.000 yen „ „ „ 

31st December, 1932 


(including 17,020,000 
yea covering j\Iunici- 
pal loan bonds of 
Tokyo plus 70,000,000 
yen for the South 
Manchurian ' Comn 
pany). 


I» ti 


97,000,000 yen 


II 


30th Juno, 1933 
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In fliepost-n'ar years the Industrial Bank of Japan has 
directed its attention chiefly to two problems— that of assisting 
the rationalisation movement among large industries and of 
providing finance to the smaller industries. Ever since the 
financial panic of April, 19*27, the Bank has been earnestly 
endeavouring to exercise its functions as . an industrial banking 
corporation by generously responding to the general tendency 
towards amalgamation and reorganisation that was an outcome 
of dc])ression in a number of industries. In more recent years 
the Bank has come to play a very important part in the 
rationalisation of Japanese industry. 

In many instances it has given its advice as to the proper 
method of reorganisation after an inspection of the affairs of 
the industry. In the case of a large number of financially 
embarrassed industries the Bank has actually taken part in their 
reorganisation. ' With a view to their readjustment, improve- 
ment or e.xpan8ion, the Bank has even drawn tip plans or given 
advice for increase or decrease of capital, reduction of dividend 
or amalgamation or co-operation with another company. Thus 
in several case.s where industrial concerns engaged in the same 
business were carr 3 'ing on in uncontrolled competition with one 
another the Bank ha.s called their attention to the value of working 
together and tried to lend an impetus to co-operative action and 
to put rationalised control into practice. “ 

It has in this manner actively assisted and initiated a large 
number of reorganisation schemes. The attitude of the Japanese 
Bank offers a sharp contrast in this respect to that adopted by 
the B. I. D. of England. With the authorities of the B. 1. D., 
the guiding principle is that all schemes for rationalisation should 
come from within the industry. That the initiation of re- 
organisation schemes is not the function of banks, not even of 
such a specialist institution as the B. I. D.,., appears to be the 
prevailing banking view of the country. This policy adopted by 

1 giiiy.firet Keport for tlio liBlf-jear ending OOth June. 1932 

! Fiftynintli Heport for llic balf-y«ar ending 30lh June, 1931, 
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tlie B. I. 3)., bas been considered by many to have hindered tbe 
progress of rationalisation in English industry. The authorities 
of the Japanese Industrial Bank have taken an entirely different 
view. They believe that bankers " must support the rationalisa- 
tion movement by understanding the nature of business enterprises 
and especially this Bank which has a special mission must" work 
towards rationalisation.” ^ The policy adopted by the Industrial 
Bank with the concurrence and co-operation of industrialists has 
borne fruit in Japan. Already some of the companies assisted by 
the Bank in this way are found not only to have remained secure 
in the matter of their finances but are also tending to show a 
marked improvement in their management. " It did its best 
for the improvement and readjustment of industrial business by 
furnishing loans or arranging for the funds necessary for the 
extension and reconditioning of industries irrespective of the size 
of the firms so long as they were favourable credit risks. ® Asa 
result new long-tehn loans made by the Bank rapidly increased. 
Between December 31, 1927, and June 30, 1930, the amount 
advanced to various big industrial companies was 67,789,000 
yen. ^ 

During the financial panic of 1927 and the acute industrial 
crisis of 1930, the Bank generously came to the rescue of a large 
number of industrial companies both large and small which fell 
into dire financial straits. Some of the most important industrial 
concerns were in great difficulties not only to meet their working 
expenses but also debentures and finance bills placed in the 
market which were due for repayment. When prices were 
rapidly falling and the market for securities was tottering on the 
brink of a severe collapse, the ordinary banks naturally hesitated 


1 Speech of the President Schimakidii Suznki at the General Meeting of shareholders 
of the Indnslrial Bank helfl on 5th Fehinaij, 1930.— Fifty-sisth Beport of the Bank for the 
half-year ending December SI, 1929. 

5 Fifty-ninth Heport for the half-year ending 30th June, 1931. 

* Fifty-second Beport for ihe half-year ending December 31, 1927. 
f Fifty-eighth Beport for the half-year ending 31st December, 1930. 
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to finance the business concerns in such a plight. But it was 
evident that Ihere was a large number of industrial concerns 
which, having regard to their state of affairs and their manage- 
ment in the past, would not only be able to effect their re- 
organisation successfully before long, if financially aided, but 
would also continue as going concerns with further prospects for 
development in the future. Such enterprises undoubtedly 
deserved support. Under the circumstances, the institution;, as 
the Governor pointed out in a recent Report, was not warranted 
in sitting still without adopting any measure to meet the situation, 
not only in the interest of national industries but also in the 
fulfilment of the mission and duties of the Bank. Accordingly 
steps were immediately taken to advance money to such business 
concerns as were considered to be sound and promising after a 
strict investigation. In the making of investigation, the Bank 
tried its utmost to be prompt and correct and advanced lo the best 
of its ability to all those who were reasonably in need of money. ' 
The Bank with the approval of the Minister of Finance undertook 
to finance the suffering companies and actually advanced them a 
lump sum of 70 million yen. Mr. T. Yuki, the Governor of 
the Bank, took a leading part in assisting these concerns and bis 
statesman-like action to a great extent averted the industrial 
crisis that was threatening to envelop the country in 1930. 

The timely assistance rendered by the Bank ’together with 
the reorganisation effected by the firms themselves contributed 
not only to their own rehabilitation but also to the improvement 
of the position of all the banks that had recklessi}' financed 
them.“ The Bank directed its attention particularly to ration- 
alisation of industries. In this connection it was soon realised 
that co-operation of bankers and industrialists was absolutely 
necessary to lend impetus to the rationalisatiou of industry. 



1 piftj.eiEWhBeporlforthelialf-yeBrondiDgaiBiJJf«ui..=»‘='- 

1! The Times Trade and Enginetmg Supplement. Bunking Knmber, June 27, Iffll. p. 27. 
J The Times Trade and Engineering SvppUmetif, Banking Knmbcr, June 30, 1934, 
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The Bank endeavoured to cement more firmly the relations 
between itself and the industries which had obtained assis- 
tance from it. The institution also felt that it was necessary 
to see that the money supplied was put to the most efficacious, 
safe and sound use and for that purpose decided to go a step for- 
ward and share in the management and accountancy of the aided 
enterprises so as to ensure the safety of the money. Accordingly 
since 1930-31 whenever money has been advanced to industrial 
companies, the undertakings have not only been most carefully 
and deliberately investigated but have also been offered ever 
afterwards friendly advice as to their management as a whole or 
as to their accountancy. Abie and competent men have also been 
installed in important places in the companies concerned.’ This 
policy of co-operation initiated by the Japanese Bank in recent 
years is reminiscent of the practice of the Great Banks of 
Germany but the analogy is obviously not complete. In many 
instances friendly advice offered by liie Bank has not followed the 
reorganisation but has preceded it. 

It is interesting to note that the policy of co-operation with 
industrialists adopted by the Industrial Bank has had an iiupor- 
lant effect on the bankers in general. Jlany of them are taking 
the same course of action as the Industrial Bank and have 
entered into close association with the industrialists. “ Indus- 
trialists and bunkers have often had a lieart to heart talk over 
the adoption of joint action for readjustment or betterment of the 
business management with the .sole purpo.ce of procuring a stable 
development for the enterprise.”- The attitude of the Industrial 
Bauk has not only engendered joint action and co-operation be- 
tween bankers and industrialists but has even fostered a co-opera- 
tive spirit among the leading bankers themselves and has 
brought about a re-orientation of the policy adopted by them in 
regard to industrial finance. An important step forward was 

f 


1 fifty.niuth Bcporl tor the hol(7C3r endiog SOIL June, 1931. 
Ibid. 
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taken towiirds the establishment of joint action and co-operation 
among bankers when the Industrial Investigation Association 
was formed a few years ago. The Association is an organ of 
enquiries for the sound investment of banks and other financial 
institutions. In view of the independent investment by banks 
in the past, the advent of the Association has been rightly viewed 
as the dawn of joint investment. Relying upon the activity of 
this Association and the results of its enquiries in a good many 
cases, the bankers have acted in concert or formed the financial 
syndicate in supplying the money. The investment in the Kyoto 
Muslin Company and others was a result of the league of the 
leading bankers.’ Under the circumstances the authorities of 
the Industrial Bank have also recognised the desirability of the 
institution operating jointly to an increasing extent for the 
underwriting and issue of debentures of industrial companies. 

In the recent years the Bank’s policy has been chiefly to 
provide first of all money to those concerns wipch are urgently in 
need of financial readjustment so that they may effect such 
readjustment. Secondary consideration has been paid to demands 
for fresh money. Money lias been supplied by making loans or 
underwriting the issue of debentures. With a view to leading 
industrial finance to its normal channels, the Bank repeatedly 
strove to transform loans into debentures or helped the companies 
to conimrt the higher interest-bearing debentuses into lower 
interest-bearing ones, thus giving them relief in the conduct 
of their business or lightening their burden of interest. In this 
connection it is interesting to note that as the instrument of 
industrial finance the Bank adopted the positive policy of assist- 
ing even second class business concerns to readjust their internal 
affairs so as to be able to stand on their own legs- The policy 
pursued by the Bank in recent years in financing business con- 
cerns was outlined by the Governor at the general meeting of the 

I 

> Fiftyeighlli and Fifly-Binlli Reliorts. Also Japan, ITo day and To-momu) 

p.50. 
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shareholders held on February 5, 1934 : " Industrial companies 
in particular were enabled to secure a considerable reduction in 
their interest burdens through the conversion of some three- 
fourths of their debentures on more favourable terms. A.lraost all 
these loans were secured by mortgage and more than ten of the 
issue were raised on the open end mortgage ‘ .system. This im- 
provement in the method of issue was of great convenience to 
industrial companies for they were enabled to float their loans on 
such a rational basis that they obtained in a large measure great 
advantage in the management of their business together with the 
material improvement of their po.sition or its growth.’" 

More attention than in the pre-war years appears now to be 
directed towards the supply of long-term money. In financing 
industries long-term money has been supplied as far as possible, 
whenever the industrialists were considered to be fit persons, 
their business affairs were fairly sound and .stable and their policy 
of I'eadjusting or improving their affairs definitely hnown. 

The Bank also tried to raise money for industrial companies 
desirous of obtaining it through the i.ssiie of debentures by 
underwriting it. But it was very diflicuh to obtain adequate 
finance from this source, the conditions in the money market 
being such as to make impossible the issue of debcnture.s.' 

The following principles have been laid dowu by the Bank- 
in recent yeara, in close conformity with which the business of 
financing industries will be conducted henceforth — 

1. The terra of the loans is to be a long one. 

2. The debentures should be issued on sound mortgages (of 
immovable property). 

3. Good use is to be made of the principles of the sinking 
fund .system. 

' Sixty-foiirlh Report for flic lialf-jcjr ending Deeeiubcr SI, UOT, Sco iilso flie Times 
Trade ead Engiiiettiiig Su\iplcmcnt, Dai'kiog Number, June -'tO. 1031. 

- Sisty-firat Bcpori for dm half-year endins June .SO, 1931. 

5 Fifty-ninili Uejuirt for the Imlf-yonr ending June 30,19.31, .\Isa Siniy-tliird Report 
for the half-year ending Jnno .30, 1033, 
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•1. Close touch slionifl be maintained with the factory 
manafrement. 


huhislml Fimncc jor Smdl and Middle Glaus Men inindustnj ; 

Along with llie rationalisation of industry, the special atten- 
tion of (he rndustrial Rank in the post-war years has been 
(liiveted towards the provision of finance 'for small and middle- 
sii'.ed inhistfics. In the in'ginning the Bank was specially 
interested in the heavy iiKliistries. Other large-scale industries 
and puldic utility (•j)inpnijii‘s gradually came to ol)tain a consi- 
derable measure of the Bank’s assistance. The assistance of 
the Bank is no longer confined to the large-scale industries 
only. On the contrary the Bank has iaien taking the greatest 
pains for financing small indnstric.'*. It has now acquired more 
than J 5 years' experience since the policy of financing small 
inihiKtrics was h'gnn hv the Rank; and since the earthquake of 
1!)23 and (larticiilarly since the financial panic of 1027, the Banlc 
has been everting it.-'olf in this ilirmm oven more actively. 
It has hcea rccogni.scd that an urgent need of the present limes 
is finance for .small induslriali'ts and it has hcen the declared 


policy of the B.'ink in recent ycar.s to make parijcular and 
constant endeavour to supply their financial rC(|uiroments. 
The provision of financial facilities for small indu.'itries is 

receiving the increasing alfimlion of the Bank and* an improve- 
ment is hciiig achieved aliuo.sl every year in thi.s line of businc.'>s, 
A careful perusal of the .'=cmi-annual reports of the Bank 
dist'In.ses that the institution is constantly alive to the difiicullios 
experienced hy small- and niediHm-.'»izcd industries in raising 
tlieir required finances ; and is pcr.si.stcnl!y moved by an intense 

desire to do all it can for them. 

In tlie latter half of BWl the Bank took steps to enlarge 
yot further its policy of financing .=mall industries and to increase 
its efforts in that dircciifui. Towards (he elo.se*of lf)32 a further 
necessary cKtensiott was made in the focilitie-s of tliis particular 
department of the Bank’s business and an improvement was 


t0-1223n 
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also achieved in the methods of operation. It increased the 
number of staff in charge of this particular department of opera- 
tions and scrutinised closely the real situations in the enter- 
prises involved in order to meet their needs justly, promptly 
and appropriately.^ Before granting its assistance, the Bank 
conducts a close investigation into the personal and material 
credit of the applicants as well as into the conditions of the 
business. Assistance is rendered to such concerns only which 
have been fairly good or are likely to grow with such help. 

Advances are made to the small industrialists on the 
security of factory, machinery, and real estate. But attention 
is not exclusively confined to the material credit of the applicants 
for loans. Their personal credit is also taken into account. 
There are several instances where material security has been 
absolutely disregarded, Where the borrowers have been of 
particularly reliable character and ability and have been able to 
show excellent business records, the Rank has not hesitated 
to meet liberally the financial needs of these enterprising men, 
even if they have been unable to offer adequate material security. 
The Bank has adopted since 1930 another policy for financing 
small industries. As the security offered by small and middle- 
class men in industry is in the main deficient, the Bank has 
decided to have recourse to the plan of making a loan to a group, 
the members "of whicii will be individually liable for a fixed 
amount.* A constant watch is kept over the management 
of the concerns after they have received the assistance of the 
Bank. The attitude of the Bank to the .“^niall industries appears 
to be markedly sympathetic and full of solicitude for their welfare. 
Even in those cases where the Bank finds it.«elf unable to offer 
its assistance on account of soinclhing being wrong with their 
management, it does not, as a rule, show its cold shoulders 
and drop them out at once. On the contrary, it carefully 
examines any rugIj defect, and with a view to improving their 

• Si::t 7 -secoDd Report for the hair-yeerendiog December SI, 1P32. 

* Fifty.eighth Rcpoit for the haif.j-car ending December 31, 1P27. 
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condition it offers itself as their adviser and takes a great deal 
of pains to point out to them what means should be adopted 
to put their house in order. Thus the door is not shut against 
their future financial assistance and the policy actually paves the 
way for the provision of financial facilities at some other time.* 
The results of the policy have been particularly happy. 
Many businesses, otherwise indifferent in the management of 
their aff lirs, have actually bestirred themselves to improve their 
condition and get into a position to qualify themselves to obtain 
an iicoo nmodation from the Industrial Bank. In financing small 
industries as in the case of large industries the Bank has not 
simply supplied the money but in co-operation with the indus- 
trialists has also given them its good offices for readjustment 
or improvement of their business.' Financing of small indus- 
tries in small amounts has now extended over the whole country. 
Having regard to the real needs in the industrial centres 
throughout the country, the Bank is trying* to facilitate still 
further this kind of financing by making enquiries into appli- 
cations even from remote places or making provision for facilities 
of several other kinds. The Government of Japan which take 
a great deal of interest in the welfare of small industries have 
utilised the Industrial Bank as a channel, since the earthquake 
of 1923, through which to extend their financial assistance to 
small men in industry. The Deposits Bureau of thb Government 
decided after the panic of 1927 to loan 50 million yen to small 
borrowers through the Industrial Bank, the Hypothec Bank and 
the Co-operative Societies’ Central Bank, The rate of interest 
for these loans was 5% to 6JX maximum was limited 

to 3,000 yen. Again, we find in a Report of the Bank 
that when the Government decided some time ago to advance 
for industrial purposes to the small industrialists and traders 
in the area covering 2 urban and 1/ prefectures, as much as 

1 Sixtielh Report for the half-year ending December 31, 1931 . 

J Ibid. 
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10,271,000 yen was apporfcioned to the Industrial Bank. 
The Bank determined the terms of advances to these classes 
in the three cases, viz., of making the loans directly, through 
ordinary banks, and through the associations of the industries 
and export trade. Financing of small industries was further 
facilitated in this way. The assistance rendered by the Indus- 
trial Bank to small industries has been particularly great after 
the earthquake and the financial panic of 1927. Besides the 
usual advances, emergency loans with a special lower rate of 
interest were frequently made. The Bank has financed various 
kinds of small businesses covering many ramifications of the 
manufacturing industry. The chief among them are sawing, 
wood-working, furniture, printing, book-binding, machines, 
tools, ice-making, celluloid articles, plating, glasswares, food, 
hosiery, textile goods, dyeing and rubber. Figures showing 
total advances and 'the number of accounts in which they were 
made are available' for the following small industries^ : — 



Smell InduRtries. 

Total Advnnces 
[in millions of yen). 

Number of 
Accounts. 

1. 

Machinery manufacturing 

60 

217 

2. 

Chemicals 

4-0 

299 

3. 

Saw milling 

4-7 

217 

4, 

Printing and Bookbinding 

4-3 

289 

6. 

Spinning and Weaving 

4-0 

401 

6. 

Foodstuffs 

3-7 

319 


An analysis of the advances made by the Industrial Bank 
conveys the definite impression that loans to smaller or minor 
industries are rapidly mounting. During the half-year ending on 
Slst December, ]|927, of the total amount of loans for the term, 
viz., 307,791,000 yen, loans for smaller industries amounted to 


1 Herbert Bretter, Japanese Banking, p. 161, 
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12.390.000 yen.' In the next half-year ending on SOth June,- 
1928, 24,090,000 yen out of a total amount of loans of 

314.640.000 yen were advanced to smaller enteiprises, the 
borrowers numbering 1.369. The emergency loans with a special 
lower rate of interest already referred to for business enterprises 
in the local districts totalled 897,730 yen.= For the next term 
which ended on 31st December, 1928, loan's to the smaller indus- 
tries rose to 28,487,000 yen, the borrowers numbering 1,764 out 
of a total loan balance of 323,824,000 yen. The emergency loans 
during the same period amounted lo 1,635.000 yen, the number of 
borrowers being 763.® At the end of the term on SOth June, 1929, 
the amount loaned for small industries was 19,170,000 yen out 
of a total amount of loans of 350,960,496, the number of 
borrowers being 1,770.' During the next period, i.e., the half- 
year ending on 31st December, 1929, such loans amounted to 
22,764,759 yen out of a total of 380,630,073 yen, distributed 
among 3,039 borrowers.* The following table illustrates the 
rapid growth of such loans in more recent years * : — 


Half-year ending 

Advances to small 
Indnstries. (Teo.) 

Nnmber of 
Borrowers. 

I'otal Advances. 
(Yen.) 

June 30, 1930 

23,100,482 

3,422 

379,663.000 

Deo. 31, 1930 

1,418,100 

328 

69.207,000 

June 80, 1931 

45,390,000 

4,521 

,456,600,000 

Dec. 31, 1931 

50,243,000 

4,845 

486.003,000 

June 30, 1932 

52,197,000 

4.964 

484,110,000 

Deo. 31, 1932 

63,248,000 

5.035 

476,090,000 


The figures given above strikingly illustrate what an 
important proportion of the total loans of the Bank is made up 


* Fifty-second Report of the rndustrial Bant of Japan, December 31, 1927. 
2 Fifty-third Report of the Industrial Bant, June 30, 1928, 

2 Fifty-fourth Report of the Industrial Rant, December SI, foSS. 

* Fifty-fifth Report of the Indnstrial Rant, Jnne 30, 1929. 

s Fifty-sixth Report of the Indnstrial Bank, December 81, 1929. 
t Dale collected from varions Semi-Annual Reports. 
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of the small loans business. Such loans showed a remarkable 
tendency to increase and reached the peak at the end of December, 
1931. There w'as a tremendous rush of applications for loans 
from small industrialists in that year. But since then the 
demand for loans from them has tended to decline. This is 
partly due to the .economic recovery of the world, but partly due, 
doubtless, to the fact' that the Bank had supplied ample funds 
when they were urgently in need of assistance. Thanks to the 
Industrial Bank's efforts, they are now very well financed.^ 

As regards the result of the business operations of the Bank, 
although it incurred severe losses owing to depreciation of real 
estate and security values when the shipbuilding and other 
industries were caught in the post-war slump, it is satisfactory 
to note that the institution has achieved a fairly favourable record 
in recent years. The result of the loans has been in general 
very good. The assistance rendered by it in the sphere of 
industrial reorganisation has promoted a great deal the rational- 
isation movement in Japanese industry. Its mission as one of 
the special financial institutions of the State has been accom- 
plished to a great extent. Borrowers both large and small of 
the Industrial Bank have been able to repay their loans generally ; 
and even the money that was advanced during the industiial 
crisis of 1930 has been collected fairly largely. The policy 
adopted by the Bank in helping industrial companies to convert 
their loans into long-term ones or debentures issued by them has 
in a great measure been responsible for this collection! Thus 
the borrowers were not only relieved from anxiety about their 
finances but the crisis in the industrial circles was also averted. 
This, as the G-overnor observed in the 59th Eeport, must be 
regarded as the fulfilment, in part, of the functions of the Bank 
to the satisfaction of all. The recent business reports of the 
Bank amply show' that it has exerted its full strength for the 
execution of its misSiion as a special financial institution. It has 


^ Sisty-third Report ot the lodustriol Bank of Japan, June 90, 1933, 
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maintained Hs established policy and has continued its efforts 
to render financial assistance to its clients and industrial 
companies for ensuring their sound financial standing and 
expansion in their business undertakings. It performs a very 
important function in the industrial life of Japan. At no time 
perhaps have its services been more needed, than during the 
u'orld depression. Ever true to its mission and faithful to its 
traditions, the Bank has risen to the height of the occasion and 
has generally extended its sympathy and assistance to the sorely 
stricken industries of the country. In assisting a large number 
of industries, it has, however, observed a cautious and discri- 
minating policy, insisting, wherever necessary, on reorganisation 
and rationalisation as a condition of its assistance.* The indus- 
trial crisis which was threatening to envelop Japan in the autumn 
of 1930 was, it may he recalled, averted by the statesmanlike 
action of Mr. Yuki, the Governor of the Bank. 

The industrial development of Japan Jias progressed at 
immensely rapid strides. Between 1895 and 1928 she achieved 
an almost spectacular development and her mainstay was trans- 
formed from agriculture to industry. In estimating the share 
of the Industrial Bank io this amazing industrial progress of 
Japan, however, tiie influence of other factors should not be 
forgotten. TJie Industrial Bank is not the oaiy factor in 
Japanese industrial financing. The Hypothec Bank, which was 
designed on the lines of the French ‘ Credit Foncicr ’ 'to make 
loans on immovable property, also engages actively in industrial 
financing. The Deposits Bureau of the Government lends 
considerable sums through the Bank to smaller industries. In 
recent times the Bureau has also begun to play an interesting 
part in underwriting debenture issues. In 1929 it was reported 
to have underwritten a 20 million yen Daido Electric Power 
Company issue. The part it took in the post-war financing of 
industry has been remarkable. It is ever exteliding its activities 


J The Siatifl, XovemSor 17, 1031, Inlernalianal Banhnu Section, p. 767. 
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and in 1929 it Avas announced that it Avould advance money on 
security of fire-proof and (luakc-proof I)nildin{f3 in Tokyo and' its 
vicinity.* 

The local agricultural and industrial banks, wliicli arc in 
effect brancbcK of the Hypotlicc Bank in different prefectures, 
also play a part in tlio financing of industries because, besides 
making loans lo agriculturists and public bodies, they extend 
their assistance to ruanufiictures also. 

The commercial banks of Ja|ian have also a share in indus- 
trial linancing. There is a persistent tendency on their part to 
make extensive loans by way of aceoinrnodalion to industrial 
concerns. In more recent time.', it may be recalled, owing to an 
inllux of depo.sit.s into the commercial banks c.spccially after the 
1927 crisis, their tendency for iiuhistrial financing has consider- 
ably increased. Instead of competing with one another to attract 
deposits, they arc n »w competing in underwriting the issue of 
debentures." Bc.«idcs the commercial Ininlc.s, savings banks play 
an important p.art in industrial financing, as they arc large 
holdcr.s of .scctiriiios. At the end of dune, 1029, they held 
85 955,900 yen so in vested,. as compared with 3, 277, 732, 000 yen 
held by ordinary binks .and 751,0.57,01)0 yen held by tlie .‘•pecial 
banks.*' Judging fr.mi conditi.on.s of March 31, 1029, one-half 
of the securitie.s held by the .savings banks eonsi.sts of other than 
Government bonds, Tlie.se savings bank'j are permitted (o take 
up or purchase, with tlic approval of tin; Minister of I'inance, 
debentures and stocks of companies and to make loans on pledge 
of the said sncuriiics and also on mortgage of real estate. This 
activity of the Japano.se savings bank.s is somewhat akin to that 
of their American rivals hut the latter are invariably restricted 
to lir-st class h.uuis only (and not s ha res also) in the matter of 
their invest incuts. 

' Jfipvt Al'.tcrUttr, .•v(wt 1', lP-25, |t. 7. 

* The Times Traile mu! Jiiiffincerinff Siifplcmrnt, n 3 iil:i'ii!: Spotion, .liico 2.>, JM?, p. .31, 
BDd June 23, JftOO, p. 2o. Sco supra, Ch. IV, 

5 Ilcrbcil- Brattcr, Japanese r,anf;in!i. 
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Private bankers like the famous liouses of Mitsubishi's, 
Mitsiiis, Sumitomos and Yasudas have also been responsibie for 
many of the new industries of Japan. These powerful bankers 
liave extended their activities in the industrial field. There are 
probably few enterprises of importance in Japan in which at 
least one of the groups has no interests. The most powerful 
banking houses arc primarily industrialists themselves. 

The insurance companies of Japan have considerable invest- 
ments in mortgages on real estate and on factories as well as in 
security loans. Thus they also play a large part in the long- 
term financing of industry. Their investments and loans on 
security have been rapidly mounting in recent years.’ 

La-it but not least, the role of the Government must not be 
forgotten in tliis connection. They have bad a big share in the 
rapid industrialisation of the country. 

Without attempting to minimise the importance of other 
factors in Japanese industrial financing, it must be recognised 
that the Industrial Bank had a considerable share in financing 
the economic development of the country. At the same time, 
however, it must be pointed out that the Government of Japan 
completely identified itself with the working of the Bank. 
Indeed, the Bank would have found it difficult to function, if the 
Government had not taken such a keen interest in its affairs and 
had not helped it with tiie immense resources of the Deposits 
Bureau and in various other ways. 


1 Tliirly-fuutlli FinoDcial and Economic AudqbI oI Japan, W34, pp. 112-13. 



CHAPTER X 

Industrial Mortgage Banks in Post-War Europe’ 

■ L The Jndvstrial Mortgage Banlc of Finland, Lid." 

The Industrial Mortgage Bank of Finland is one of the 
earliest and most important of the institutions that have been 
established in post-war Europe to grant long-term credit to 
industry through the issue of mortgage bonds. The name of the 
Bank in Finnish, as given in the Articles of Association, is 
“Suomen Teo-lliuus-H 3 'potcekkipanklci 0. Y.” and in Swedish 
"Industri-Hypoteks bankcn-i-Finland A. B." It was founded 
in 1924 with a paid-up share capital of 50 million Finnish marks, 
divided into 5,000 shares of 10,000 marks each. It was 

empowered to issue bonds. By an amendment of the Articles of 
Association, made on April 11, 1934, the total amount of the out- 
standing bonds of the Bank was limited to ton times the amount 

of its share capital and reserve fund. The Bank was further 

entitled to take up short-term credit not exceeding double 

the amount of the Bank’s own funds, provided the security for 
the credit did not consist of the Bank’s own bonds." 

For some time before the establishment of the Bank nego- 
tiations had been taking place between the Bank of Finland and 
the largest jointstock banks and the leaders of Finnish industry 
for the purpose of establishing a mortgage bank for the industries 
of the country. The idea was to obtain capital from foreign 

^ 3 IjG substance of this Chapter appeared in the form of a series of articles in the 
Calrutta liericic, Juno, July and September, 1931, 

2 Tlie entire information about tliis Bonk has been oLloined direct from Finland. Sfr, 
Gustaf Fogelholm, the Managing Director of the Bank, kindly replied to a dcinilpd question- 
noire framed by the -Britcr and also furnished him with the Annual Reports, Balance-Sheets, 
and Articles of Association of the Bank. 

^ Chapter II, Sec. 8, Articles of Assocmlion (Amended), lllli April, 1031. 
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countries on reasonable terms by means of bond issues and to use 
the funds thus obtained for advancing amortisation loans to in- 
dustrial enterprises on mortgages of their real estate, ground, 
forests, u'ater-power and factory buildings. The plan attracted 
the attention of the Government, who considered the matter to be 
one of great public interest and on the 26th May, 1924, laid 
before the Diet a proposal for a State guarmitee of a foreign loan 
not exceeding the equivalent of 550 million Finnish marks.^ 

The scheme submitted to the Government for the statutes of 
the proposed Bank was confirmed on 5th June, 1924, and the 
constituent meeting of the shareholders of the Bank was held on 
the following day. It was announced in the meeting that the 
entire share capital of the Bank had been paid up on the same 
day. The shares were divided into two series, of which 80% be- 
longed to series ' A ’ and 20% to series ‘ B.’ The ' A ’ series of 
shares was taken over by the founders, the participating banks, 
viz., A. B. Nordiska Forenings banken, Kansallis-Osake-Pankki 
and Helsingfors Aktie bank ; the remainder, the ‘ B ’ series of 
shares, was to be taken over by those owners of industrial enter- 
prises who would receive financial assistance from the Bank to 
an amount equal to a fixed percentage of their borrowings.^ 

The object of the Bank is to supply the long-term credit 
requirements of the industries of Finland by granting amortisa- 
tion loans to industrial enterprises on mortgage of their real 
estate, ground, machinery, forest, water-power and factory 
buildings in Finland, in accordance with the law for mortgage 
in force.® It does not provide initial capital to industrial con- 
cerns by subscribing to or underwriting their shares. The 
provision of working capital to industry is not also its business.* 
The amount of loan granted in each case should not exceed 50% 

1 Report of the Industtiftl Mortgage Bank of Finland, Ltd., 1924, Helaingfore, IffiS. 

2 Letter to the writer from the Managing Director, Mr. G. Fogelholm, in reply to a 
questionnaire, deted 6th Novemher, 1934, 

2 Ch. I, See. 1, Articles of Aaeociation, 1934. 

» Letter to the wiitei from the Managing Director of the Bank, op. eft. 
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of the appraised value of the industrial property mortgaged. Two 
unprejudiced specialists arc to be employed by the Board of 
Directors for the purpose of valuation. In assessing the value of 
the property, attention should be paid not simply to its value 
as such but also to the security which the undertaking represents 
by its reiunnerativencss in regard to payment of interest and 
amortisation. The period for amortisation of loans is not to be 
more than 25 years.' The buildings and machinery belonging 
to the borrowing industrial undertaking must be insured against 
fire in an institution approved by the Board before a loan can 
be granted. According to Sec. fi of the Bank’s statutes, the 
borrowing enterprise sliall also fiinii.sh, besides the mortagage 
deed for the nominal value of the loan, a separate interest-bear- 
ing undertaking for an amount crinal to 5X of the nominal 
amount of the loan, as security for which a mortgage shall also 
be obtained.- Tlic Bank cannot lend more than 15% of its total 
borrowing to one a,nd the same industrial undertaking." 

The Board of Directors of the Bank consi.sls of seven mem- 
bers, of whom one member is appointed according to the instruc- 
tions of the Ministry of Finance because of the guarantee given 
by the Finnish State to the bond loan? taken up abroad by the 
Bank. This member participates in the management of the 
Bank on the same right and in the same way ns the other 
members of the Board. The other memhers arc cli'clcd by the 
participating hanks and the borrowers of the l^iortgage Bank. 
Originally it wa.s laid down by the staiincs that the owners of 
shares belonging to series ‘ A ' should elect 3 members and those 
of shares belonging to scries ' B ’ another 3 members. At a 
special meeting of the shareholders hold on 25i]) June, 1921, 
the statutes were altered, in compliance with the wishes of the 
syndicate granting the bond loan, in such a inanuer that the 
holders of ‘ A ’ shares would elect 4 members and those of ‘ B ’ 

I 

^ Ch. If, Soc. 6, Arliolus of Af'sociation. 

= Cl). II, Ssc. C 

3 Ch. Ill, See. 7. 
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shares 2 members.^ The amendment was confirmed by the 
Government on 10th July, 1924. The duties of the Board of 
Directors are as follows : — 

(fl) To guide the management of the Bank’s business in 
accordance with the law and the articles of association and the 
decisions of the meetings of shareholders ; . 

(b) To determine the bases and detailed instructions 
for the valuation of property on which loans are to be granted'; 

(c) To decide as to the issue of bond loans and other 
loans on behalf of the Bank and as to the security to be pro- 
vided for them ; 

(d) To determine the general conditions of loans ; 

(e) To decide as to the purchase and sale or mortgaging 
of bank property and as to the purchase and sale, of such 
property as the bank is obliged to take over unsettled claims ; 

(/) To have the cash of the bank, its stocks and other 
assets checked at least twice a year by auditors appointed for 
that purpose from among its members ; 

(g) To engage and dismiss a managing director of the Bank 
and determine his remuneration ; 

(h) To issue and cancel powers of attorney. 

The Bank has to transfer 25 % of its annual profits to 
a Ecserve Fund until the fund amounts to 25% of the share 
capital and thereafter not less than 5% until the reserve fund 
amounts to 50% of the share capital. A dividend not e.vceeding 
6% may only then be paid out to shareholders. Of the balance 
remaining, one-half shall be transferred to a fund for redeeming 
the guarantee undertaking referred to above." The remainder is 
at the disposal of the meeting of the shareholders. The loss in 
any year is to be covered in the first instance by unappropriated 
profits and the reserve fund. But if these are not sufficient to 


^ Cli. in, Sec. 17, Articles of Association. 
^ Sec Sec. C of tbe Articles of Association. 
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cover the loss, the Bank is entitled to have recourse to the 
undertakings delivered by the borrowers in addition to the 
mortgage deeds, the required amount being divided among 
all the borrowers in proportion to the outstanding amounts of 
loans.^ 

The Bank’s, negotiations for obtaining a bond loan from 
abroad were completed early in July. An American consortium 
with Messrs. LeeHigginson of Boston at its head, agreed to grant 
to the Bank a bond loan of 12 million dollars at 7 interest ; 
and the agreement was signed on the 7th of July in London. 
As soon as the bond loan was settled, the Board took steps to 
organise the business of the Bank with great care and effort. 
The principles and manner of valuing the different forms of 
real estate to be mortgaged as security by the borrowers, forest 
land, machinery, and water power, were carefully determined ; 
and a staff of technical experts was employed to assess properly 
the value of these properties. Thus at a meeting of the Board 
held on 2nd August, 1924, separate "assessors " were appointed 
for valuing different forms of industrial property : two for 
buildings and machinery, two for landed and forest property and 
three others (two being regular and one a substitute) for water 
power. In consultation with these " assessors ” the ilanaging 
Director framed questionnaires to w'hich prospective borrowers 
were required, to reply. Besides these specialists, the Board 
had already selected as early as July three other gentlemen to 
participate in the capacity of experts in the decision of important 
questions by the Board.® 

At meetings of the Board, held on 30th July and 4th August, 
1924, terms were drawn up for the amortisation loans which 
the Bank would grant out of the funds secured by the bond loan 
on real estate security as prescribed by the statutes. The debt 
undertakings were to be made out in dollars and would bear 

I 

I Ch. IV, Sec. 23. 

^ Report of the Induetrial Mortgago Beak, Finland, 102-1, HetaingforB, 1025. 
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interest at 7|% and be amortised by means of equal payments 
to be made semi-annually during the same period as the Bank’s 
bond loan, i.e., 20 years reckoning from 1st July, 1924. The 
same capital rebate as allowed on the Bank's loan would also be 
allowed on the amortisation loans. These terms were outlined 
in detail in a prospectus which was issued to owners of Binnish 
industrial concerns. 

The Bank began operations on 2l8t August, 1924. Appli- 
cations to be sent in before the 15th of October were invited for 
loans from owners of industrial concerns in Finland by issuing 
notices in the press. One hundred and five applications for loans 
were received, amounting to a total of 560,255,000 Finnish marks. 
These applications were dealt with during October, November, and 
December. Sixty-two applications totalling 41,680,000 Finnish 
marks were refused and 27 amortisation loans were granted alto- 
gether for 387,824,814 Finnish marks equivalent to $9,768,887 
(at an exchange of 39‘70l. Of this sum 259, 7.87, 311’70 FinnivSb 
marks (equivalent to $6,543,761) were taken up during the year. 
There still remained 16 applications amounting to 130,750,186 
Finnish marks to be dealt with while, of the funds obtained 
through the bond loan, 76,665,186 Finnish marks only were still 
available for disposal, when the year closed. ' 

The value of the property mortgaged by the borrowers as 
security for the amortisation loans granted during* the year was 
assessed at Finnish marks 1,060,678,701 25. The loans 
granted thus represented on an average 36’6% of the assessed 
value of the mortgaged properties and afforded ample security to 
the Bank, 

After five years, the Bank was again able in 1930 to assist 
Finnish industry by the grant of amortisation loans. It took 
up in that year a fresh bond loan of ;82,000,000 at 6% to be 
redeemed by annual instalments in 25 years (15th April, 1955). 
The contract for the loan was concluded 'on April 15, 1930, 


1 Report of the Inilnstrial Mortgage Bank of Finland, 1924, Helaingfora, 1925, 
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between a syndicate composed of several financial institutes,^ tbe 
Bank and the Government of the Ecpublic of Finland wliich 
signed a guarantee for the loan. According to the terms of llie 
contract the proceeds of the bond loan were to be employed lor 
granting amortisation loans to industrial concerns in Finland 
against a first or second mortgage on real estate belonging to 
them. The mortgage deeds' of the amortisation loan were to be 

deposited with the l\Iinistry of Finance as soon as they ivere duly 
completed. The proceeds of the bond loan wore piiid lo a special 
account in the Bank of Finland. The Indnsttial Mortgage Bank 
would have to produce a certificate from the Minister of Finance 
that the mortgage deeds had been deposited with the Bank 
Inspectors, or other approved securities eriuivalenl to a cune- 
sponding amount had been prosenteil, whenever it wanted to 
draw upon the proceeds of the bond lo.iii dep.iiiie.l in the Bank of 
Finland. As the c.)inpIetion of mortgage deeds takes a long time 
in Finland, the Bo«rd of Directors of the Mortgage Bank sub- 
mitted lo the Minister of Finance that the joint sureties of the 
three participUing banks should be acecepted a.-< the temporary 
security, ft was also proposed that, iu thase cases in whicli the 
mortgages could not be completed at oace, liic Bank would pay 
the amounts of the loans for the amortisation loans granted on the 
temporary surety of one of these banks, in which case the joint 
surety of the tliree banks should remain in force, until all its 
mortgage deeds duly completed had been (lepasiicd with the Bank 
Inspectors, lo whom the Ministry of Finance had entrusted 
the charge of these documents. The proposal was approved on 
15th April, 1930, and immediately afterwards the joint surety 
undertakings of the three shareholding banks were deposited 
there. The terms for the amortisation loans to ho granted out of 
the proceeds of the bond loan were decided by the Directors at 

J They were— Hambrps Ban!:, Ltd., LonJoa ; J Hjnry Schroedor A Co., London; 
Mendelssohn & Co., Amsterdam; Noderlandschc Handel Haataecbappij N. V., Amsterdam; 
Stockholnis Bnskilda Bank, Stockholm ; the Bank of Finland, A. B, Kotdlskn Forenings ban* 
ken, Eansallis.Oaake-Pankki and Helsingfors Akticbank, all in Helsingfors 
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their meeting held on the 23rd of April, 1930. The same- term 
of amortisation was fixed as for the bond loan : the same capital 
rebate was also to be allowed as on the Bank’s bond loan. The 
annual instalments were to be paid every six months at the rate 
of 3*995% of the nominal amount of the loan, equivalent to an 
annual rate of interest of 6*2^ . -The mortgage deed and the 
guarantee of 5%' of the amount of the loan as demanded by 
the statutes of the Bank were to be made out in pounds sterling. ^ 

As before, notices were issued in the press inviting applica- 
cations for loans from Finnish industry. During May, 1930, 128 
applications were received, totalling Finnish marks 938,272,150. 
One hundred of these were refused and one was left undecided, the 
valuation not being ready when the year closed. The remaining 
27 applications amounting to Finnish marks 380,302,350 
(^1,971, 500) were granted. The total assessed value of the 
industrial property hypothecated to the Bank as security for the 
loans granted amounted to Finnish marks 1,188,650,746. The 
amount of the loan, therefore, represented 32% of the total mort- 
gage valuation. But in .several oases the securities of the loans 
granted consisted of second mortgages. There were earlier mort- 
gages on the property amounting to Finnish marks 126,209,960 
or 10'6^ . These mortgages consisted mostly of the securities 
for the dollar loans issued by the Bank in 1924 and 1925. 

By 1932 the mortgage deeds for the 45 mortgage loans 
granted out of the funds obtained by the Bank from the bond 
loan of 1st July, 1924, were duly registered and deposited with the 
Bank Inspectors. Of the 28 mortgage loans granted from the 
proceeds of the bond loan of loth April, 1930, 20 were also duly 
registered and deposited. No new mortgage loans were granted 
during 1932^ and 1933. ’ A new 6,^ bond loan of Fmk. 200,000 
for 5 years was issued by the Bank in 1934. The object was to 


* Beport of the Indoetrial Mortgage Bank ol Finland, Ltd., 1930, Kuopio, 1931. 

* Bepott of the Induatrial Mortgage Bank of Pinland, Ltd. 1932, Kupio, 1933. 

3 Beport' of the Induatrial Mortgage Bank of Finland, Ltd., 1933, Helsingfora, 1931. 

1-2-1223B 
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obtain the necessaiy fiinris for redeeming the entire outstanding 
amount of $6,300,000 of the bond loan of 1‘2 million dollars 
issued in the United States in 1924. The Government transferred 
to this loan the State guarantee granted on the dollar loan. It 
was underwritten by a syndicate consisting of A. B. Nordiska 
Eorenings biinken, Kcinsallis-Osake-Pankki and Helsingfors Aktie 
bank. * In accordance with a decision of the Board of Directors, 
11 mortgage loans were granted during 1935 to the total amount of 
Pmk. 47,500,000 out of the funds deposited in Finnish banks.® 
The Bank has furnished assistance to middle-sized firms as well 
as larger industrial concerns. Its assistance has generally been 
confined to the export industries, owing to tlie conditions of the 
guaraniee granted by the Government for its bond issues. Both 
the bond loans of 12 million dollars and 2 million pounds have 
been guaranteed by the Government. There is no s 3 ’stera here, 
as in the case of the Industrial Bank of Japan, of the Government 
lending to it at favourable rates of interest. The Bank does 
not work as a commercial bank but only for its industrial custo- 
mers. It makes no slfort-torra loans ; it discounts no bills ; and 
it accepts no deposits, either long or short." 

The financial results of the Bank’s liusincss, as seen from 
the latest balance-sheets and profit and loss accounts, are not 
unsatisfactory. The annual profits for 1930, 1932, 1934 and 
1936 are found to be Pmk. 651,346*19, Pmk. 3,2^)7,122*03, Pmk. 
1,270,081*41, and Pmk. 30,11,397*36 respectively. In estimat- 
ing the profits of the Bank, the high amount of ta.xation paid 
should be taken into consideration. Finnish limited liability 
companies have to pay an unusually heavy income-tax as well as a 
tax on property. The amount wliich the Bank has to pay as 
■taxes every year is not inconsiderable. ' This acts as a great 

1 BePort of tUe Industrial jrorigage Bank of Finland, Lid., 1031, Helsingfors, 1035. 

2 Report of the IrKinstrhl Mortgage Bank of Finlnnil, Ltd,, 1030, Helsingfors, 1037. 

3 Source : Loiter from Giislaf Fogelholtn, the "Managing Uircclor of the Dank, 
dated 25th Septemher, 1933, rrpiving to a (juestionnaire framed hy the writer. 

* For inalnncc, the Bank paid as taxes Fink. 531),n30'00 in 1930 and Fuik. 789,016 70 
in 1932. 
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burden on tbe institution and puts great difficulties in the way of its 
fulfilling the task of arrangingcheap long-term credits for Finnish 
Industry. * It is satisfactory to note that as regards its mortgage 
loans, the Bank has not been obliged to protect its rights at any 
forced auction nor to resort to any other legal measures for 
collecting its claims. “ 

To carry out redemptions, the necessary amount of bonds is 
purchased in the open market in London, Amsterdam, Stock- 
holm and Helsingfors. Bonds are also often purchased for sub- 
sequent redemptions generally when the prices are low. The 
Bank’s own bonds outstanding at the end of various years between 
1924 and 1934 are given below ® 


192 1 1930 10.32 103-3 1034 

476 , 400,000 . 719 , 910,000 645 , 511,290 613 , 556,307 8 , 753,319 


11. The Natioml Hungamn IndttsiriaJ Mortgage Institute, Ltd.* 

Like tbe Industrial Mortgage Bank of Finland, the >5'ational 
Hungarian Industrial Mortgage Institute has been specially de- 
signed for granting long-term amortisation loans to the industries 
of Hungary. It was founded in 1928 by the Royal Hungarian 
Treasury and tbe National Union of Manufacturers (Gyariparosok 
Orszagos Szovetsege) ® of Budapest under Law XXI of the same 
year. Unlike the Finnish institution, the State participates here in 
the share capital of the Institute. The Royal Hungarian Treasury 
subscribed to 80% of its original capital which amounted to 10 
million pengos (i.e.,. $1,749,000) consisting of 10,000 shares, 


I Report of the Inaustrial Mortgage Bank of Fialand, Ltf., 1530, Kuopio, 1931. 

J Report of tbe Indostrial Mortgage Bank of FiiUaod, Ltd., 1980, Heisiogfers, 1937. 

3 Balaace-Sheets of the Indnstrial Mortgage Bank of Finland, Lid., for the jears 1924, 

1980,1932, 1933 and 1934. r t. a 

1 The reqnisite doenmenta were obtained from tbe authorities of the Inatitufe in Buda- 
pest with the assistance of the Royal Hunganan Conaalin hidia. 

5 “ Federation of Hungarian Factory Indnsliies. 
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each share having a nominal value of J,000 pengos. The remain- 
ing 20% of the sliares was subscribed b}’ the National Union of 
Manufacturers and its Industrial Member Unions. According to 
the Articles of Association, mil}' 30% of the original capital had 
to be paid forthwith. ’ According to the latest halancc-shcefs 
available, 60%- of the authorised and issued capital of the Insti- 
tute, i.c., 6 million pengos, has been paid up. The Royal Hunga- 
rian Govenimcnt exercises supreme control over the Institute 
through its Slinistcr of "Finance. The latter appoints a commis- 
sioner who permanently supervises the carrying on of the busine.ss 
of tile Instirutc in accordance with the Law and Article.s of 
Association and also controls the issue of bonds, which must bear 
his certificate. He has access to all papers and documents and 
is bound to attend the General Meeting of the Institute and may 
attend any meeting of the Board of Directors and of tlie Council 
of Supervision. Any resolution pas.scd by the General Meeting or 
the Board which is not consistent with the Law.'i or Articles of 
.‘Vssociation of the Institute may be vetoed by him within days 
from the passing of such resolution. .Ml resolutions vetoed in 
this manner are to be held in abeyance pending the decision of 
the Minister of Finance.' 

According to the Articles of Association, the Board of 
Directors is composed of not less than six and not more than 
twelve merabcK elected by the General Meeting of the share- 
holders for one year each. At least two-thirds of the Board of 
Directors must be citizens of Hungary. Any per.son who holds 
any office or employment with any other Hungarian Institute 
having a similar scope of busincs? or with any financial institute 
having close connections with industrial enterprises i.s debarred 


* Articles of Asreciolion of (In- NtilionRi nun;;srion Imiuslrinl Mortgage Institute, 
Cli. If, para. G. 

' Chapter VIII, p:'raa. .IS-II of the Articles of An’-.'einlion, aiiopteil at Uic eonHitoent 
mcctinp of the Institute on Saili Aiigurt, 1925; approicJ by the Royal llungnrino Ministeref 
h'inance in concurrence with the Royal nungarian Minister of Commerce and the Royal 
Hungarian Minister of Justice. 
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from being elected to the Directorate.^ No loan can be granted 
if objections are raised by two or more members of tbe Board of 
Directors Tbe Board bas been empowered with due considera- 
tion of tbe powers of the Government and Trustee of the Bond- 
holders' — 

(1) To pass resolutions in matters of loans ’to be granted by 
the Institute; 

(2) To appoint, discharge and pension officers of tbe Insti- 
tute ; and 

(3) To decide upon — 

(а) the calls to be made in respect of uncalled share capital; 

(б) the type, the conditions and placement of the issues 

of the Institute ; 

, (c) the form and text of the bonds to be issued ; and 

(d) how the share capital, the sinking fund, tbe funds for 
specially securing the bonds and the reserves shall 
be invested and made productive.' 

Besides tbe General Meeting of the shareholders and the 
Board of Directors, there is a third organ of the Institute, viz., 
the Council of Supervision. This Council is composed of not less 
than three and not more than five members who are annually 
elected by the General Meeting. No member of tbe Council can 
accept an office or employment with any other fin^ancial institute 
in Hungary as conducting similar business. At least three of the 
members must be citizens of Hungary. The Council supervises 
the carrying on of the business of the Institute in all its branches. 
It can always inspect the books, papers and cash in hand of the 
Institute. It is also empowered to examine the annual accounts 
and the balance-sheets which must be submitted to it by the 
Board as well as the proposals as to appropriation of profits and 
must report to the General Meeting on all these points.® 

I 

I ArUcles-oI Assnciation, Oil. IV, parn. 23 . 

! Articles of AssosistioQ, CR. IV, psra. 28. 

3 Aiticles of Association, OR. IV, paras. SO-Sl. 
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The objects of the Institute are to carry on exclusively the 
following business transactions, viz . : — 

(1) To grant, either in Hungarian or any other currency, 
loans, secured by mortgages registered in the Central Register of 
industrial enterprises in accordance with the Law XXI of 1928, 
to Jointstock Companies and. Co-operative Associations carrying 
on industrial enterprises. 

(2) To issue first mortgage bonds on the basis of loans 
secured on the mortgages enumerated in the preceding paragraph, 
made out in the same currency in which the claims constituting 
the underlying security of the issue are made out. ^ 

The Central Register of industrial enterprises referred to 
above is kept in the Royal Court of Justice in Budapest and con- 
tains provisions enabling enterprises registered therein to mortgage 
not only their land and immovable assets but also their machi- 
nery, plants, stocks, work in progress, book debts and other 
current assets. ■ Such mortgaging, however, allows the mort- 
gagor to carry on the business of the industrial enterprise and to 
conclude legal transactions connected therewith and incidental 
thereto, alienating his movable assets and pledging them in favour 
of third creditors. ’ 

The issues of the first mortgage bonds of the Institute must 
be made with the approval of the Government Commissioner and 
the Trustee of the Bondholders whose repre.sentative, like the 
Government Commissioner, has access to all documents and 
papers having reference to the business of the Institute. In 
connection with the issues of such Bonds, there must be 
set aside out of the capital of the Institute a special Reserve 
Fund earmarked to secure such bonds equal to 20% of the 
principal amount of bonds issued. The aggregate amount of 


1 Articles of Association, Ch. Ill, para. 9. 

- Law XXI of the year 1928 of Indnstrial Bonds, para. 3. 
3 Lair XXI of tho year 1923 on Industrial Bonds, para. 5. 
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the nominal value of the outstanding mortgage bonds should 
not exceed five times the amount of the Special Reserve Fund 
of that issue.^ This fund must be invested in securities approved 
by the Government Commissioner and the Trustee for the Bond- 
holders payable in the same currency as that of the bonds in 
respect of which such reserve has been created." Besides this 
special Reserve Fund at least 10^ of the annual net profits is 
to 1)6 carried to the ordinary reserve of the Institute- A portion 
of the remaining profits, not exceeding 5Z , shall be applied 
to the benefit of the employees of the Institute. After all these 
dednctions have been made, the balance is available for distri- 
bution as dividends, but in no circumstances dividends are to 
exceed a rate of 5% per annum on the paid up capital.® 

The Institute grants loans on written application from 
industrial enterprises. The applicants must correctly answer 
the questions set forth in the prescribed application forms 
and must furnish all details regarding thefr financial position. 
They must also make a statement that they will allow the 
Institute to make full enquiries into their financial situation and 
w’ill authorise the Institute and the Trustee of the Bondholders 
to examine the books, the way of carrjing on their business 
as well as all circumstances connected with their finances.^ 
Loans on first- mortgages, securing the bond issues of the Insti- 
tute, may only be granted provided that — 

1. Tangible assets (exclusive of goodwill, patents, trade 
marks, etc.) so mortgaged by industrial enterprises are found 
to have a “ basic value,” by independent valuers employed by 
the Institute, of not less than three times the total amount of 


* Articles of Association, Ch. Ill, paras. 10-11. 

* Articles of Association, Ch. V , para. 35. ^ 

3 Letter, dated 26th Ortober, 19-23, from the Chairman and Managing Director of tha 
Inatitnte to Messrs. Guaranty Company of New tort. Also Ch. Tlf, para. 10 of the Articles of 
Association. 

* Articles of Association, Ch. X, pars. -13. 
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the loan. The “ basic value,” which is the basis upon which 
loans are to be granted is estimated by careful computation and 
comparison of the book value, the going concern value and the 
break-up value in a forced sale of the borrowing concern.* 

2. Quick assets of the borrowing enterprise cover the 
principal amount 'of mortgage loans as to 100^ • 

3. The borrowing industrial enterprise can satisfy the 
Institute that on the basis of its last ordinary closing account 
made up in the present gold currency of Hungary, available 
net profits, after due provision has been made for regular depre- 
ciation of plant, buildings and machinery, for bad and doubt- 
ful debts aud taxes, have been sufficient for the preceding fiscal 
year to cover the annual interest and amortisation payable on 
the loan not less than three times, and after 1929, only if this 
result is shown on the mean net profits for the preceding three 
years. 

4. The Boafd of Directors of the Institute are satisfied 
that there are no special reasons to anticipate that such profits 
will not be maintained in future. 

5. No loan shall be granted when more than one Director 
objects thereto. 

6. That in lieu of (2), (3) and (4), other appropriate full 
security, approved by the G-overnment Commissioner, the Trustee 
for Bondholders and the Board of Directors of the 
InstitutCj is given for the mortgage debt as to both principal 
and interest.^ 

All mortgagars must maintain the conditions as set forth 
above and keep the mortgaged properties in first class working 
order and fully insured against damage by fire, acts of God 
or any other casualty and also against chomage (stoppage of 


' Articles of Associotion, Cb. X, pars. ii. 

2 Letter, dated October 26, 1923, from tbe Cbairmnn and Managinpf Director of Ibe 
Institute to Messrs. Guaranty Company of New Tori: (Information issued by the Company,) 
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work). They are to permit the Institute, at any time when it 
or the G-overnment Commissioner or the Trustee for the bond- 
holders considers it necessary, to have an audit or revaluation 
of its assets made.’ 

The minimum Joan that the Institute may grant must not 
be less than 10,000 pengos or the equivalent in the foreign 
currency thereof. The loan may be given either in ready 
money or in bonds issued by the Institute according to its 
option. The object of the Institute is not to make profits 
and declai-e very high dividends'. Hence the rate of interest 
to be paid by debtor enterprises is not to exceed the rate of 
interest of the bonds to be issued on the basis of the loan. 
Besides this interest, they have to make a fixed contribution 
to cover the administration, management and other expenses 
of the Institute as determined by the Board of Directors in 
concurrence with the Government Commissioner,^ They are 
also to make to the Institute semi-annual ’ cumulative amor- 
tisation payments on their debt, calculated in accordance with 
a regular amortisation schedule, to repay such loans with 
interest by the date of the maturity of the Bonds in respect of 
which the mortgages were created. 

A separate amorti.sation fund is to be created for each 
issue of first mortgage bonds out of the sums paid in by the 
debtors in accordance with the plan of amortisation on the title 
of principal, interest and anauity-instalmenls. The amortisa- 
tion fund is to be kept quite separate and distinct and must be 
applied at the earliest date of payment in amortisation of the 
bonds of the Institute. Pending application in redemption of 
bonds, however, the fund may be temporarily invested with 
the approval of the Government Commissioner and of the Trustee 
for the bondholders in — 


43-1223B 


• Arlioles of Asaooiation, Cli. Ill, par*. If). 

* Articfea of Association. Ch. X para, 48, 
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(a) Buying fixed interest-bearing securities officially quoted 
on the stock exchange ; 

(b) Advancing loans for a period of not more than 3 months 
on such securities up to the maximum of three-fourths of their 
market value quoted in the slock exchanges ; 

(c) Discounting hills of exchange maturing within three 
months ; and 

(d) Discounting above-mentioned securities and coupons 
thereof which have fallen due or will fall due within the next 
six months.’ 

The first mortgage bonds shall be redeemed at their face 
value in ready money within the terra indicated on thcra by way 
of drawings, up to an amount not less than that corresponding 
to the amortisation in accordance with the sinking fund scheme 
of the mortgage loans. The Institute, however, is empowered 
to make at any time extraordinary drawings after having given 
previous notice thereof by advertisement,* 

The mortgagors are entitled to repay their debt in advance 
of the regular amortisation schedule at any time. They may 
even he required by notice to pay in advance under the following 
circumstances ® ; — 

(1) When the borrowers have liecn declared bankrupt; 

(2) When they have failed to pay in due time all wages, 
salaries and other preferential liabilities; 

(3) When they have failed to comply with their obliga- 
tions under contract, inspite of intimation, within the term 
fixed; 

(4) When, after the grant of the loan, it appears that the 
particulars which they put at the disposal of the Institute and 


* Articles of Associatioo, Ch. X para 51. 

* Atticlco of Association, Ch. X, para. 52. 
’ Articles of Association, Cli, X, para. Ifi. 
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■which served as the basis of the ioau were inconsistent with the 
facts at the time of gi-anting the loan; 

(5) When, in the course of revaluation ordered by the Insti- 
tute, it is found that the value of the assets mortgaged has 
undergone such changes that the claim of the Institute has 
discontinued in pursuance of the A.rticles of Association to be 
properly secured. 

Payment of principal made voluntarily in advance of the 
regular schedule will be applied to redemption by purchasing 
bonds of this issue in the open market at prices not in excess of 
par plus accrued interest. If bonds are not available or when 
payments are not voluntary, such payments will be applied by 
additional drawings in respect of the sinking fund. All bonds 
redeemed are to be cancelled. 

As regards the enforcement of its claims, the Institute enjoys 
special privileges. The law-courts are bound to issue, within 
three days of a notification by the Institute that a mortgagor has 
defaulted, authoritative decrees for the seizure of the assests of 
defaulting debtors and the .sale thereof at auction.^ Law XXI of 
1928 provides that in case of default or when the claim seems to 
have discontinued to be properly secured in consequence of changes 
in financial conditions, the courts shall, on application from the 
Institute, direct appropriate measures for safety— among others, 
sequestration. The Institute may be appointed sequestri 
curator, if it so desires. The sequesiri curator so appointed has 
the right to take possession of the enterprise and carry on its 
business until the legal procedure for the enforcement of the claim 
is completed.' Under the Law, the book entries and accounts 
signed on behalf of the Institute constitute legal proof. 

The mortgages on properties and assets of the borrowing 
industrial enterpri.ses, on the basis of which the first mortgage 

J Leticr, riated 26th October, 1928, fron: the Chairmaa and Uaangiag Director of tie 
laatitute ro Measis. Guaiaaty Trast Company of New Sort, anfotmatioa fesaedbythe 
Company.) 

! Pnta. 18 of the Law XXI of 1928. 
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bonds are iasueci, are protected from the levy of any execution, 
even for public taxes and except in the case of compulsory mnd- 
ing up or bankruptcy, third persons cannot acquire any rights 
concerning them.^ 

The first bond issue of the Institute was an issue of 
$5,000,000 twenty-year First Mortgage Sinking Fund 7% Series 
‘ A ’ gold dollar bonds.' The bonds were in coupon form, in de- 
nomination of $1,000, and were dated November 1, 1928 They 
will mature on November 1, 1948. The interest is 7% per 
annum payable semi-annually on May 1 and November 1 of each 
year. The principal and interest arc payable in gold coin of the 
United States, of or equal to the standard of weight and fineness 
existing on November 1, 1928, at the principal office of Guaranty- 
Trust Company of New York or at the option of the holder at the 
office of the Institute in Budapest. No deduction for public 
charges or taxes existing or to be imposed hereafter is to be made 
from this interest. , The payment of principal and interest will 
be made alike in peace and war irrespective of the citizenship, 
nationality or residence of the holder." The bonds were issued 
at;94 f%. 

These $5,000,000 bonds constitute a direct obligation of 
the Institute and are secured according to the Articles of Associa- 
tion by — 

(a) An efjual aggregate principal amount of first mortgages 
on industrial enterprises ; and 

(b) A special reserve fund amounting to 20% of the princi- 
pal amount of series ‘ A ’ dollar bonds outstanding, to be invested 
in dollar securities approved by the Government Commissioner 
and the Trustee for the Bondholders.® 

According to the report of the Board of Directors of the Insti- 
tute for the first financial year, long-term industrial mortgage 

* Articles ot Aseociiition, Ch. 11, para. 12, Also para. 17 of the Law XXI of 1928. 

5 Inlormatlon iesued b; Meesrs. Guarantj' Company of Neiv York. 

3 The varions types of tccunlies held in the Special Eeeerve Fund set aside to eeonre 
the first mortgage bonds outatandiiig are given in Appendh 1. 
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loaus were made, on the basis of this first bond issue of 5 million 
dollars, to the amount of $3,514,000 up to the 31st December, 

1929. During the second financial year 1929-30 such loans 
advanced by the Institute amounted to $1,091,000. The total 
amount advanced during the two financial years thus amounted to 
$4,605,000. The sum of $395,00,0 which was still available 
for disposal was distributed in 1931. There was a large number 
of applications from industrial enterprises both in 1929 and 

1930. The Institute could not act as promptly as it should have 
liked in the matter of granting the loans because it had to 
consider carefully the effects of the world-wide economic crisis 
which had set in. 

The loans, completing the total $5,000,000 bond issue were 
distributed among the different branches of industry as 
follows ^ : — 

Dollars. 

j. Iron and Metal industries 916, uOO (P 5,2,33,108) 

2. Obemiottl industries 560,000 (& 3,193, 50V) 

8. Woollen Cloth maoufuctories 614,000 (P 3,507,782) 

4. Other Textile faotorieB 541,000 ‘P 3,090,733) 

5. Silk ware factories 403,000 (P 2,645,119) 

6. Printing and Publishing Co. 547,000 (P 3,125,011) 

7. China, Fayenoc and Brick 204,000 (P 1, 165,452) 

manufactories. 

8. Spirit distilleries 93,000 (P 531,300) 

9. Carpet weaving factcries 97,000 [P 554,162) 

10. Paper mills 193,000 (P 1,102,609) 

11. Milling industries 38'l, 000 (P 2,188,079) 

12. Oil refineries 88,OUO (P 502,744) 

13. Brush manufactories 35,000 (P 199,955) 

14. Foodstuff factories 267, OOo (P 1,525,370) 

85,000,000 (P 28,665,000) 

• The task of the Listitute does not end with the granting 
of the loans. For the protection of its interests it always 

1 Eeport of the Board of Directors of the National HnnKawan Industrial Mortgage 
Institute, covering the second financial year from Slat December, 1929, till 31at December, 
1930, Budapest, 1931. 
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keeps an anxious and critical watch over the financial position 
and management of the borrowing industrial enterprises. On 
the basis of the experience gained in this connexion, the Institute 
has proved to be of much useful service to its debtors in promot- 
ing their interests in various ways. 

In estimating the financial results of the Institute’s assis- 
tance, account must be taken of the effects of the prevailing 
economic depression upon every trade and industry. From the 
very second year of its existence, it had to carry on its activities 
under the shadow of the most wide-spread economic crisis the 
world has ever known. The gloom deepened more and more as 
years rolled on. Under the circumstances, the scope of its 
activities had to be considerably restricted . When it had com- 
pleted the granting of the loans on its first bond issue, there could 
be no question of a fresh issue of bonds and of further granting 
of loans during the third financial year. ^ In consequence of the 
acute financial crisis, a number of the Institute’s debtors also 
defaulted and became insolvent. There was one instance of in- 
solvency during the first financial year, but as regards that the 
claims of the Institute happened to be fully secured. - During 
the next financial year, two factories became insolvent ; but con- 
sidering the great economic importance, of these factories, the 
Institute, as scqiiestri curator, succeeded in maintaining them 
in operation after foreclosure. ® One of these was an important 
textile factory. The smaller borrowers of the Institute became 
insolvent during 1930-31 and during the next financial year, four 
companies, three of which belonged to the iron and steel manu- 
facturing group, defaulted and were put under foreclosure.^ As 

1 Keport of tlie Board of Directors, Natioottl Hungarian Industrial Mortgage Institute 
for the Third Ninancial Year 'ISSO-SI), Budapest. 1032. 

* Report of the Board of Directors for the Second Financial Year (1020-30f, Budapest, 

1931. < 

* Report of the Board of Directors for the Third PinancisI Year (1930.31), Budapest, 

1931. 

< Report of the Board of Directors for the Pourth Finaucial Tear .1931-32}, Budapest, 

1933. 
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regards tlie insolvency of tbe defaulted borrowers, the Institute 
believes that no loss will be incurred by it, Tbe results of the 
liquidation of tbe assets of tbe companies under foreclosure and 
tbe collection of their outstanding claims tend to support this 
belief. ^ As regards other borrowers, only a very limited number 
of them have been in arrears with their amortisation instalments. 
The rest of the Institute’s borrowers hkve regularly and punctually 
paid all interest and amortisation instalments and by the end of the 
fourth financial year closing on 31st December, 1932, the arrears 
in interest and amortisation payments due from borrowers became 
insignificant. ® The difficulties of the borrowing enterprises have 
no doubt been very great but they were immensely benefited by 
the provision of the long-term industrial loans made by the Insti- 
tute at a time when the need for them had never been greater. 
These loans must have enabled the industrial concerns to face 
with comparative strength the stress of the financial storm. “ 

As regards the profits of the Institute, jt is found from a 
study of the Balance-Sheets and Profit and Loss accounts that its 
net profits amounted to pengo 66,746,08 in 1930, pengo 
75,111,24 in 1931 and pengo 76,218,56 in 1932.‘ 

III. The Provincial Mortgage Bank oj Saxony ' 

The Industrial Mortgage Bank of Finland, Ltd.., is an example 
of a private jointslock company without any participation by the 
State in its share capital. Tbe National Hungarian Industrial 
Mortgage Institute is a jointstock company, the major portion of 
whose capital has been subscribed by the State. The Provincial 

1 Report of the Bo irdo^Ditectotsfot the Foortb Finanriel Year (1931-32), Bndapest, 

1983. 

! IWd. 

3 Report for the Third Rinanoial Year (1930-31), BudBpest,’193Q. Also Report for tbe 
Fourth Ftoandal Year (1931-32), Budapeet, 1933. 

^ Balance-Sheets and Profit and Loss arconnts of the Natiohal Hungarian Indnsttial 
Mortgage Institute for the years ending 31st December, 1930, 1931 and 1932. 

S The Bonrces are ail in German. The necessary, documents were obtained from the 
authorities of the Bank in Dresden, Sasony. 
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Mortgage Bank of Saxony is to be distinguished from these two 
types in that it is a State institution whose entire foundation 
capital of 1 million RM. has been contribiilecl by the Govern- 
ment. The Bank came into exislciice on Ist October, 1925, in 
accordance with the Law of July 20, 1925, Truly speaking, it is 
an annexe of the State Bank of Saxony. The premises were 
supplied by the State Bank ‘and the personnel was also taken from 
it, ’ According to the business regulations all payments for the 
Bank are to be deposited with the Stale Bank of Sa.xoDy. All 
payments of the Bank to the borrowers have also to be placed 
with the same institution. The business of the Directorium of 
the Bank, according to Sec. 12 of the statute relating to its 
establishment, is made over to the Directorium of the State Bank, 
which in connexion with the business of this institution signs as 
“ Provincial Mortgage Bank of Saxony.” The juridical officials 
of the State Bank are also its officers. The State Bank gets 
adequately paid for the management of its business, the rate of 
payment being fi.xed by the Minister of Finance. 

■ The Provincial Mortgage Bank of Saxony has its scat in 
Dresden. Its object is to promote real credits for industry, trade 
and handicrafts in the free State of Saxony.* It obtains the 
necessary funds for making the loan-s by issuing interest-bearing 
bonds. Bonds are divided in series, each series maintaining its 
special amortisation and reserve funds. TJie sum total of circu- 
lating bonds must not exceed 75 million RM. ; and they must 
be covered to the extent of tbeir nominal value by mortgages of at 
least the same value and beainng at least the same amount of 
interest. * The institution is responsible for the bonds with all 
its property. 


* Business Report, of (lie Provincial Mortgage nimfc of Saxony for tbe year 1020. 
tBericbt Saebsiseben Tjindcspfanilbriefanstnlt Uber Das Gescbaltajalir, l!)2^.^ 

* Statutes rehting tbe eslablishnient of a Provincial Mortgage Banb of Saxony, 
July 20, 1025, Sec. 2. 

® Ibid., Sec. 5 (Ij and (2), 

* Ibid, Sec. 0(1). 
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Loans are furnished on mortgage of industrial and commer- 
cial real estate to industry, trade and craft. Other real estate 
connected with the former in business way can also serve a? the 
basis for loans, provided it belongs to the self-same owner. Not- 
more than 30^ of the value of the real estate is to be taken into 
consideration in granting a loan. This value has to be estimated 
according to the sale as well as the income possibilities. 

Lands lying in Saxony can be mortgaged even when they are 
not used directly for professional purposes, provided they are 
used for residential purposes by the credit seeker. Loans may be 
granted up to 50% of the estimated value of such lands. These 
rules are to be applied only when the mortgage is valued at 
20,000 EM. ' 

The Joans can be made either in cash or in bonds. 
They are made against mortgages without reference to oilier 
securities, and can be withdrawn at a date earlier than that 
fixed, except when so laid down in the contract. Besides 
the mortgaged property, the bonds issued by the Bank enjoy 
an additional security. Every credit seeker is jointly and 
severally liable up to 10% of the loan granted.® 

The application for a loan must be made in a form 
of the Bank given for the purpose which should be fully 
and correctly filled up by the credit seeker. Along with 
this application the borrower must furnish the* three latest 
balance-sheets, profit and loss accounts, an interim balance- 
sheet if necessary, abstracts from the grundbuch, the latest 
information about the property tax, insurance • policies for 
the machines and all other inventories, etc. The borrower 
must allow the Bank to examine all bis properties. The Bank 
can even have the latest balance-sheets examined by the State 
Bank of Saxony at the expense of the borrower and can also have 
the lands (property and inventory) appraised by an expert. 

a 

> StBtntcs relating to the establishment of a Provincial Mortgage Bank of Saxony, 
See. 8(1\(S) and (3). 

S Ibid.. Sec. 0 (1), (2) and '8). 

4A~122aB 
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Until the loan has been paid back, the credit seeker is obliged to 
submit continually every year without demand the balance-sheet 
with the profit and loss account within three months after the 
close of the business year. If the Bank so desires, it can demand 
the interim balance-sheet also and can get all the books 
and documents 'of the borrower examined by the State Bank 
of Saxony. In regard to loans above 50,000 GM. the 
balance-sheets must be signed by an auditor or trust 
company approved by the Bank.* 

The loan is made in fine gold (1 gm. is equal to 
g^Kgra. of fine gold) in RM. or in foreign currency; 
and it will be based on the issue of bonds worth the 
value of the nominal loan. The bonds can be cashed either 
through the Bank at the cost of the borrower or can be 
made over to the borrower on a basis of mutual understand- 
ing. The bonds, then, are not to be cashed completely or 
partially before a-oertain period. 

The bonds are divided in series. The rates of interest 
and the method of payment follow the rules of every 
series of the loan. The borrower has to pay an annuity 
to the Bank every year in equal half-yearly instalments. 
This annuity comprises of interest, amortisation and risk of 
1 % per year.® The Bank is also entitled to receive a sum 
for administrative expenses. An additional payment is 
demanded in case of unpunctual payment of the regular 
quotas. The loan bears interest from the moment of issue. 
The interest will have to be paid for the same period 
for which the bonds also have to bear interest. The 
borrower, however, has to pay his interest, etc., forty-five 
days before the due date for the payment of the interest 
on bonds. If the borrower happens to be more than eight 

days in arrears in regard to the payment of interest, etc., 

« 

1 Ensiness legahUons of tbe Provincial Mortgage Bank of Saxony, Art, 1. 

‘ Ibid,, Art. 3. i 
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the interest rises automatically up to 2% of the original loan 
excluding special repayments, in every case at least up to 
the legal rate of interest. At the same time the interest 
for the remaining amounts will have to be paid at the 
same rate.^ 

The loan can be terminated from thfi of- the borrower on 
three months’ notice. From the side of the Bank it can be 
terminated under the following circumstances ^ ; — 

(1) If, after the loan has been made, it is found out that 
there are some discrepancies between the data presented by the 
borrower in his application for the loan and the actual facts 
relating to the property, etc.; 

(2) If the debtor fails to^'setisfy the contract; 

(3) If certain portions of the mortgaged land are separated, 
without the permission of the Bank; 

(4) If the title holder or possessor of the mortgaged land 
does not hold himself responsible for the debt ; 

(5) If it so appears that the possessor of the mortgaged land 
cannot be fixed upon as a personal borrower; 

(6) If the insurance policies are not renewed and the 
premiums are not paid; 

(7) If the borrower becomes insolvent and ^the mortgaged 
lands are placed on auction; 

(8) If the machines or other tools and implements which are 
essential for the value of the real estate are destroyed or removed 
from the land and are not replaced; or if nothing is done to 
reconstruct or repair the land or if for any other reason the land 
diminishes by more than 20% in value, and if the borrower 
does not try to make amends for the loss in other ways; 

(9) Otherwise, whenever it is necessary for the Bank to 
demand the withdrawal of the loan for reasons- of security. 

1 Busifiesd Eegolfitionsi Art. 6, 

2 Ibid,, Art. 6. 
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• The Credit Committee, in conjunction with the State 
Commissar, is to decide whether there is a real danger. 

■ The Bank has the right to cover its loans with bonds in 
case the borrower does not pay punctually and can demand of 
him the necessary costs. In addition to the amortisation and 
interest, etc., the borrower jnust pay the Bank up to 10^ of the 
loan whenever the bonds fail to reach the desired amount in 
order that the responsibilities of the Bank in connection with the 
bonds may be discharged. ^ The State Commissar fixes the 
quota under such circumstances. Further payments can be 
demanded if necessary until the sum mortgaged is realised. The 
obligation to make additional payments ends one year after the 
complete repayment of the loan, "unless in the mean time the 
borrower is absolved of the responsibilities. The responsibility 
for amortisation and interest and additional payments is to be 
assured by bonds. For all these claims which are not assured 
by bonds, a new security rising up to 10% of the loan is to be 
deposited. As in the case of the Finnish and Hungarian 
institutions, the borrowers of the Saxon Mortgage Bank must 
have the buildings together with the installations, tools and 
implements, raw materials and other goods insured against 
damage by fire or otherwise with an insurance company approved 
by the Bank and must keep them insured during the entire period 
of the loan. The Bank can get these insurance documents 
examined by its own. experts. It has the right to the sums 
insured. If it so desires, the payment of premiums is to be 
notified to it. The mortgage of the Bank is to be secured in 
every way by notice to the insurance company. The company’s 
certificate in regard to the insurance of the mortgage has to 
be handed over to the Bank. The Bank has the further right 
of paying premiums and of making new insurance at the cost of 
the borrower. " If a life policy is an additional security 
according to the ’terms of the loan.to be offered by the Bank, 

^ BaBineBs BegoUtioDB, Art. 9. 

* Jbiif., Art. 12. 
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thp policy is to be taken with an insurance company recom- 
mended by the Bank on the condition that the sum assured is 
to be paid to itself. The sum assured serves as the security 
of the obligations of the borrower and is to be deposited by 
the Bank with the State Bank of Saxony. The premiums may 
have to be placed with the Bank, i| it so desires, in order that 
they may be made over to the insurance company punctually. 
The Bank, as before, has also the right to pay the premiums at 
the cost of the borrower. ^ 

As long as the loan is not paid back, none of the important 
parts of the installations or accessories can be mortgaged or sold 
without the permission of the Bank. Whenever any mortgage 
is made, the Bank must be notified at once.^ 

The organs of the Bank are — 

(1) The Directorium ; 

(2) The Administrative Coimcil ; and* 

(3) The Committee of Credit. 

The Directorium is responsible for the administration, 
business management and judicial and extra-judicial representa- 
tion of the Bank. It is, in all the interests of the Bank, the 
principal authority in so far as nothing otherwise is mentioned 
in the Act. The business of the Directorium has, as already 
noted, been transferred to the Directorium of the State Bank of 
Saxony. ® 

A Credit Committee is to be formed in the jurisdiction of 
every Chamber of Commerce. The Committee is to consist of a 
member of the local Chamber of Commerce as President, a member 
of the local Chamber of Business (Gewerbe) and at least three 
other members. All the members of the Credit Committee are 
appointed for two years by the Directorium with the approval 

^ BasiocBa Begalatioos, Art. 14, 

2 Ibid., Art. IS. 

S StatnlBBifllatingtotheeBtabliahnientofthdBBn , Sec. 13 (I) and (3), 
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of the State Commissar. The Credit Committees are to be of’ 
help to the Directorium for the affairs of their jurisdiction 
specially in regard to the demands for credit. The Directorium 
should not go beyond the amounts of credit recommended by the 
Credit Committees. ^ 

The Administrative Council is composed of the State 
Commissar, the Vice-President and 12 other members at the 
highest. Three members are appointed by the Landtag for two 
years. The five local Credit Committees send each' one a 
member to the Council. These five members are appointed by 
the Minister of Finance on the recommendation of Credit 
Committees. At least two of these members must come from 
the Chambers of Commerce and at least one from the Industry and 
Trade Chambers. The other members are appointed from among 
the credit seekers on the recommendation of the Chambers of 
Commerce and Industry by the Minister of Finance and the 
Minister of Econoiliic Development. The Administrative Council 
has the power to supervise the business management of the 
Directorium; and with this object in view it can demand 
information in regard to all business affairs and examine the 
books and documents or get them examined by others. It can 
also study the position of the bonds, mortgages, securities, etc., 
and can be present while the auditing of accounts is being carried 
on. While en'gaged in these examinations, the Administrative 
Council may draw upon the Eevision Department of the State 
Bank of Saxony. It is also to be heard in regard to the specially 
important and fundamental affairs, for instance, interest, amorti- 
sation and other rates, the principles of granting credit, the sale 
and purchase of lauds, the expansion of the sphere of business, etc. 
If a majority in the Administrative Council reject the sugges- 
tions of the Directorium, the decision of the Minister of Finance 
is to be appealed for by the State Commissar. The preparation 


^ Sec. IS of tbe Statutes relating to tlie establisbiDeDt of a FroTiuciil Mortgage Bank 
of Saxony, July 20, 1926. 
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of the yearly accounts rests with the Administrative Council. If 
the State Commissar raises objections against the statement of 
accounts presented by the Administrative .Council, the Minister 
of Finance, again, is to be appealed to.^ 

The Minister of Finance is the supervising authority. He 
is empowered to undertake all measures that may be required 
to govern the Institution in accordan’ce With loans and regula- 
tions. He has to decide in regard to all personal and national 
differences that may arise among the members of the Direetorium 
on whom his decisions are binding. He exercises his power 
of supervision and control through the State Commissar or 
his representative appointed for the State Bank of Saxony. 
The State Commissar is authorised to undertake any measure 
necessary to keep him informed about the Institution. For 
instance, he is authorised to inspect all books and documents 
at any time, to examine the entire business management and 
administration, to demand information, to qttend rewsions or 
cause them to be undertaken and to take part in the meetings 
of the Direetorium and Credit Committees or cause such 
meetings to be held. He should also see that the rules for 
cover in regard to bonds as w'ell as the systematic amortisation 
of hypothecs and bonds are carried out.“ 

As regards the Reserve Fund, it should be mentioned that 
in addition to the general Reserve, there is .also a special 
Reserve for each series of the loan, called the series Reserve. 
Twenty-five per cent, of the net profits is to be placed in the 
general Reserve until the Reserve reaches twenty per cent, of 
the bonds. After that the deposit of the Government is to be 
furnished with interest at the average Reichsbank rate. The 
rest will have to be used either for strengthening the amortisa- 
tion fund or otherwise in the interest of the borrower.® Provision 


* Statutes relating to the eetablishment of a Provincial 'Mortgage Bank of Saxony, 
July 20, 1923, See. U. 

* JiiJ., Sec. 16. 

3 Ibid., Sec. 19 {!). (2) & (3). 
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for risk is to be added to tlie Eeserve as soon as 5 % of the capita] 
is reached ; the rest is to be added to the amortisation fund.^ 

In case of liquidation, the State Bank of Saxony will 
supervise operations. In case any property is left after amorti- 
sation of bonds and fuihlment of other responsibilities including 
the repayment of the State deposit, it passes over to the Govern- 
ment for employment fol- sinlilar purposes.® 

The preparatory work for bringing into existence the 
Mortgage Bank and its organisation was completed in the 
last three mouths of the year 1925. Actual business could he 
undertaken during the first months of 1926. The w'hole German 
economic position was shaken by a severe crisis at the lime. 
Many firms which came into existence during the inflation 
period had to go into liquidation ; and they took with them many 
others as they fell. There was the competition of foreign 
countries with highly inflated currencies. Already there was 
want of liquid capital in German}'. During the inflation period 
the different industrial undertakings had invested their capital 
in construction. After the return to stabilization, acute com- 
petition again made its appearance, and new investments were 
urgently called for to reorganise old factories and adapt them 
to new methods and new conditions. There arose an enormous 
demand for long-term credit. The undertakings could not 
without grave risks help themselves with short-term credit. 
Under the circumstances it was strongly recognised that an 
institution whose busine.ss w'ould be to give long-term amortisa- 
tion loans on mortgage to industry must be of great economic 
value to the country.® As soon as the Saxon Mortgage Bank was 
established, it came to he utilised by wide circles of industry, 
commerce and handicrafts of Saxony. ‘ This also amply proves 

' Statutes relating to the establishment of a Provincial .Mortgage Bank, July 20,1923, 
Bee. 0. , 

* Ibid., Sec. 21. 

5 Business Beport of the Provincial Mortgage Bank of Saxony for the year 1926. 

^ Ibid., for the year 192o, 
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the importance of establishing such a type of institution to' meet 
the pressing demands for long-term loans from these circles. 

During the first three months of the existence of the Bank, 
want of capital stood in the way of its extending large facilities 
to industry. It was felt that the enormous capital required 
for the purpose could not be successfully raised ip the local capital 
market. Accordingly an attempt was made to tap the foreign 
market. Even before the Institute was functioning, negotiations 
had been opened by the State Bank of Saxony with a leading 
American institution, the National City Company of New York, 
for the purpose of raising a loan. The negotiations lasted for 
four months and were finally concluded in Januarj’^, 1926, with 
the result that the American Company agreed to furnish a 7% 
mortgage loan to the extent of 5 million dollars. This loan 
enabled the Institute to issue loans of the nominal value of 
21 million gold marks, bearing interest at 8% and redeemable in 
20 years in uniform annuities of 10'356%.* 

In anticipation of this capital from America, the first three 
months of the Bank’s existence were devoted to the examina- 
tion of the numerous applications for loans received by it. The 
examination was carried on with great care. The credit-worthi- 
ness of the applicants, the sale and balance sheets, the soundness 
of the firms were minutely examined. It was also necessary to 
form an idea of the basis of the firm taking the loan whether the 
undertaking was likely to fail or not according to the constitu- 
tion, nature and position of the business and whether it had the 
sure prospect of at least paying the interest and amortisation. 

During 1926, 1,000 applications were granted. Credits over 

20.000 gm. were granted only after special consultation with 
other representatives of Industry, Trade and Craft ; those of 

100.000 gm. or over were given only after permission of the 
State Commissar was obtained ; and those over 200,000 gm. 
after permission of the Ministry of Finance find the Admini- 

1 Bnainess Beport of the Prowncial Mortgage Bank of Sasony for the year 1925, 

is-nm 
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strative Council.^ The industries that were chiefly assisted were 
the textile and metal industries of Saxony.® In 1928 the foreign 
naarket for raising the bond loans of the Institute was closed and 
the internal market had to be resorted to. In the spring of 1928 
Series V Bonds of 6 million gm. at 8% and Series VI Bonds of 
0 million gm. at. 8% were issued at 98% and 97-1% respectively.® 
Every size and every branch of business was assisted and 
every part of the country (Saxony) was represented. As before, 
the chief industry to be assisted was the textile industry. The 
year 1930 witnessed a crisis in German economy the like of 
which had never been known before ; and as a consequence, the' 
middling and smaller industries came to experience great dif5-. 
culties. The demand for industrial mortgage loans was very great; 
but only a part could be satisfied. Among the borrowers were 
to be found the most diverse sizes of business and practically 
every branch of industry located in Saxony was represented. 
In the next ye£|,r (1931) there were numerous . applications 
for loans from industrial concerns of various kinds and sizes. 
The Bank found it possible to accommodate several industrial 
and commercial enterprises. The amount of 2,037,000 KM. 
was placed at the disposal of industry and commerce. An. 
analysis of the loans granted in the year shows that * :■ — 

34'7 % of the loans were up to 20,000 gm. 

28’2 % of the loans were from more than 

20.000 gm. up to 50,000 gm. 
18*2% of the loans were from more than 

50.000 gm. up to 100,000 gm. 

18*9% of the loans were above 100,000 gm. 

The prevailing economic crisis, however, prevented further 
development of the Bank’s business. The sale of bonds '- as 

^ Basmess Beport qf the Provincial Mortgage Bank of Saxony for the year .192G. - " ; 
* I6ffi., for the year 1927. . 

^ ihiVf., for the year 1928. 
t Jb/d., for the year 19S1. 
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well ns tile issue of lonns on ncc(?})tablc terms became difficult. 
Tiic borrowers of tlie Iknk were also severel}’ affected. 
During lOoil tlie crisis coiifinued to affect unfavourably the 
transactions of ilic Bank in many directions. The issue of 
the loans rame to a si uuistill and tlie insecure economic condi- 
tions of the year did not permit the grant of long-period credit 
to imliistrv. The kirrowei's of the Baiilc, the industrialists and 
craft ‘■•men of .^axony. were struggling for their very existence 
during the ycar.^ 


Inspito of the fact that on account of the crisis, the export 
trade wa.s naralyscil ami ‘he indn-tries of Saxony were in great 
difficulties, the Mtuation (‘xparienced a turn towards recovery 
in the year The nninher of borrowers of the Bank who 

were in trouble became les' in 1033 tlian in the previous year. 

The issue lHi-.ifU’'S, however, continued to remain almost at a 
standstill.' It N\as undcrsiood that ns soon as the economic 
.sjtuaiiun would j'/rinit, the Bank would not fall to accommodate 
the Industries of .''axorty with long-period credit. 

As regard ; the fiu'-dimi whether the financial results of the 
Bank’s [.olicy have bv.u successful, it may be mentioned that its 
loans liav.,' in alnu.-i every c.a';e been widl-covered ; and the 
number of .iefanlliim lorrmvcrs hn« never been very great. A 
carc'fitl pern?:'.! of the annual Business Beporls of the Bank^ from 
1023 to 1033 show;; (hat it has nof suffered any "loss. Tins is 
stre-sed over and over again in almost all (he Reports. Even 
durin-' the severe crisis of the majority of the borrowers 
are found to have punctually fulfilled their obligations .and there 
was- no Id ’s in any ea-c.’ During 1031 and 1932 ns the crisis 
hccaine more and more acute, (he borrowers of the Bank began 
to experiena* greater difiiciillics but as before there were no 


« 


„ . t a- l'ro.ir,<-isl MoTlrsfe Bank of Pajoift for tl.o 




ffi'f.. fort!;'! jrarlS"'". 

II ,1. for tkr troi . 
mi, hr iI;ryrjrJPTO. 
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losses. This must be due to the general caution with which the 
Bank always distributed its loans. Xo assistance w'as ever grant- 
ed to any firm which was badly involved or whose recovery was 
doubtful. Bor example, many firms subject to very unfavourable 
business conditions which had approached the Bank for assistance 
in 1929 Avere refused any help. The Directors emphasise in their 
Keport that the Bank does not want to leave any doubt that it is 
not a “ welfare institution.”’ 

Inspitc of the ruost careful selection of borrowers, however, 
it could not be prevented that some of them fell into trouble and 
became defaulters. But the number of delinquents in every year 
was very small ; and because of the very careful valuation of the 
mortgages, the claims of the Bank in almost all cases were satis- , 
lied. In 1928, for example, only 6 out of 576 borrowers became 
bankrupt.' As the depression deepened, the number of defaulters 
began to increase and it was naturally higher in 1931 than in 
the previous year.* The number of compulsory auctions under- 
taken by the Bank was also greater than in the previous year but 
the Directors’ Report emphasises that there w’as no loss in any 
case.® But with the year 1933, the situation considerably im- 
proved and the number of borrowers in trouble, as already noted, 
was less in 1933 than in 1932. There u'ere in this year (1933) 
compulsory auctions in 14 cases only.'' 

From thef preceding discussion, it is clear that the Bank’s 
record is quite a happy one. The institution Aveathered the 
financial storm veiy^ successfully and indeed it is highly creditable 
that it has not suffered any losses, although the crisis severely 
affected its industrial customers. The success A\-ith which the 
Bank has generally carried on its operations eA*en in the midst of 
the most severe crisis Germany has CA’er knoAA’n amply demon- 
strates the practical value of the development of such institutions. 

J Susiness Bepott of* tlit Pi o\ iocial Morleagc Bask sf Saxony for tbc year 1929. 

® Ibid., for the year 1928. 

* Ibid., for tfae year 1931. 

* Ibid., for the year 1933. 
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As the Directors of the Bank hare remarked in its Business 
Reports, Days like those of 1930 are real touchstones for the 
correctness of the views according to which the Bank was 
established.”^ 

The position of the bonds issued and outstanding on the 
31st December, 1933, is indicated ip the following table ^ : — 

OnistaDdiog. 


1. 7% U.S.A. S Bonds 

2. 6%(8%) GM. Pfandbriefe Seria II 

3. 6i% U.S.A. S Bonds 

4. 8 % U.S.A. S Bonds 

5. 6% (8%) GM. Pfandbriefe Serie V 

6. 6%(8%) GM. Pfandbriefe Serie VI 

7. 6%(8%) GM. Pfandbriefe Serie tTI 

8. 6% ( 7 %) GM. Pfandbriefe Serie VIII 


S 5,000,000- S 1,780,000 
GM. 5,000,000— GM. 3,992,200 
S 4.000,000- 8 1,533,000 
$2,000,000- S 890,000 
GM. 5,000,000— GM. 4,169,400 
GM. 6,000,000-GM. 6,218,800 
GM. 3,873.550~GM. 3,372,600 
GM. 7,000, 000-GM. 6,477,300 


IV. The National Economic Bank of Poland ® 

The National Economic Bank, or Bank Gospodarstwa Sraj- 
owego as it is called, was established in 1924 by virtue of an 
order of the President of the Republic, dated 30th May, 1924, as 
the result of a fusion ol three Polish State Credit Dastitutions, the 
Polish National Bank, the State Bank for Reconstruction and 
the Credit Institution of Galician towns. The capital of the 
Bank, as defined by the statutes, may consist of shares held by the 
State Treasury, by the undertakings of the State and of Local 
Government authorities, by the authorities of Palatinates, coun- 
ties and unions of independent toums, not subordinate to counties 


I Beport of the Broviocial Mortgage Bank of Saxony, for the year 1930. 

J Sachiache Landeapfanahriefanstall Bito* fer den 31at Dekember. 1933. 

3 All the reeeaaary literature rraa aecured from the anfherRrea of the Nabonal 

Econoaric Bank, mraaw.^ith the .asiatance of Mr. E. Banasinakf. ConanI for Wand rn 


India. 
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and by all undertakings belonging to these local authorities. The 
proportion of the capital to be held by the Treasury and State 
undertakings may not be less than 60^ } It was originally 
started with a capital of 35,000,000 zlotys. This was subse- 
quently increased to 120,000,000 zlotys in 1927 and again to 
150,000,000 zlotye in 1928. _ Until now the entire capi^l of 
the Bank has been owned by the State. It is a State institution 
called into being at a time of crisis in order to reconstruct the 
economic life of Poland ; and its financial sphere of action 
embraces every branch of Polish economic life. 

The authorities of the Bank are the President of the Bank, 
the Administrative Council and the Managing Committee. The 
President is appointed by the President of the Republic on the 
proposal of the Council of Ministers for a term of 5 years. He 
has supreme control over the entire activity of the Bank. The 
Administrative Council consists of the chairman and of nine to 
fifteen members appointed for 3 years. The Minister of Finance 
appoints nine members and the remaining six are appointed by 
Local Government authorities or their Unions according to their 
declarations as to the amounts contributed by them towards the 
capital of the Bank within the limits of their maximum per- 
missible holdings. As the Treasury holds the entire capital, the 
Council at present consists of nine members appointed by the 
Finance Minister only. The functions of the Council consist 
in the general direction of the activities of the Bank and the 
supervision of the w'Ork of its executive agencies. The Council is 
empow'ered to decide on all matters not reserved for the decision 
of the Finance Minister. The ultimate control of the Bank is 
vested in him ; and he has the right to appoint a Government 
Commissioner to represent him." It is the duty of the Commissioner 
to participate in the meetings of the Administrative Council 
in an advisory capacity, to check the regularity of the activities 


I Cbnrter of tbe National Eeosninie Bnnki Art. -1, Waratiri 1930. 
' Ibid,, Art. 20, 
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of the Bank in respect of long-term credits and to control the 
issues of mortgage bonds and debentures to the limits laid 
;do.wh,.by the laws. ^ The Managing Committee is made up of 
one General Manager-, two Assistant General Managers and 
Managers. They are all elected by the Council and approved 
by the Finance Minister. The Managing Committee conducts 
all the business of the Bank, represents the Bank in its dealings 
with third parties and administers its property.* The members 
of the Managing Committee may attend the meetings of the 
Administrative Council in a consultative capacity.® Besides these 
authorities, there are three auxiliary agencies of the Bank, viz., 
the. Auditing Committee, the Discount Committees at the Head 
and Branch offices and the Committee for matters relating to 
autonomous authorities and Savings Banks.* 

The basic function of the National Economic Bank is the 
provision of long-term credits. The various kinds of long-term 
credits that the Bank is empowered to grant are mortgage, com- 
munal, railway and industrial loans, repayable in instalments or 
in one payment, in mortgage bonds or debentures or in cash. 
Mortgage bond loans are chiefly granted on land estates, urban 
immovable properties and for the conversion of cash building 
loans;, Communal loans are granted against communal deben- 
tures to State and Local Government authorities, water boards 
and ' public legal institutions having the right ^to levy taxes. 
Eailway loans are given by means of railway debentures to State 
and Local -Government authorities and their Unions, towns and 
private railway undertakings against the security of a mortgage 
on their railways. Industrial loans are given by means of 
bank debentures. These bonds and debentures may be placed 
both at home and abroad and may be made out in zlotys, gold 


’ • 'i StatuteB of the Natio»eI Economic Beck, Pm. 102. The remnoemtioo of the 

CommisBioner is paid from the funds of the Bank. 

• ■ S Statufee of the National Economic Bank, Para. S8. 

3 Jhfd., Pare. 91. 
i 16, ■(!., Pare. 93-97. 
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or foreign currencies. They carry a guarantee of the Treasury of 
the Republic of Poland. The mortgage bonds are guaranteed to 
an unlimited extent, communal debentures up to 500 million 
gold zlotys, railway debentures up to 20 million and bank deben- 
tures placed in foreign markets op to 100 million.^ The duty of 
the Bank consists further in the promotion of financial institu- 
tions, founded by Local Government authorities (Savings and 
Communal banks), the fostering of building activity and the re- 
construction of the devastated areas of Poland.** Although the 
main object of its activities is the provision of long-term credit, 
they are not confined to it exclusively but comprise the granting 
of short and middle-term credits as well. Besides, the Bank 
conducts every description of banking business, having special 
regard to the needs of State and State undertakings and Local 
Government authorities and their undertakings. It accepts 
deposits on cheque and current accounts and on Savings books ; 
it discounts bills ’of exchange and grants fixed loans and credits 
on current accounts on various kinds of securities, purchases and 
sells bills of exchange, issues drafts and accepts deposits of 
securities, documents and jewels.® 

The net profits of the Bank are to be divided as follows : — 

(1) Special reserve funds are to be created out of 35.% of 
the net profits for the purpose of securing the mortgage bonds 
and debentures issued by the Bank in proportion to the respec- 
tive issues ; 

(2) another reserve fund from 40% of the net profits to 
be equally divided among the various branches of the Bank ; 

(3) and the remaining 25X is to be distributed among 
the Government and local authorities in proportion to their 
share holdings.'* 

I Decrees of (he President of the Bepnhlic, dated 17th Septemher, 1926 and 30th 
Decemher, 1924. ^ 

^ Charter of the National Economic Banh, Arts. 6.8 ; Statutes of the Bank, Paras. 5, 14, 
18, 38, 48 and 60. 

3 Statutes of the National Economic Bank, Para. 63, 

* Ibid., Para. 74. 
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The sources of funds for the operation of the Bank are 
four-fold : — 

(1) The Bank’s own capital and reserves, 

(2) the proceeds of the bond and debenture issues, 

(3) deposits and 

(4) Treasury funds. 

The long-term credits are mainly based on the mortgage bonds 
and debentures ; while the short-term credits are based upon the 
deposits accepted by the Bank. It receives deposits both from 
public and private institutions as well as individuals. They are 
made up of sight (cheque and current account) and savings 
deposits, as well as term-deposits. Besides deposits, the Bank 
administers a large volume of Treasury funds which are destined 
for various purposes. These funds comprise mainly the State 
Building Bund from which loans are advanped at a low rate 
of interest for the construction of dwelling houses. The credits 
furnished from the Treasury fund assume chiefly the nature of 
medium and long-term credits and only partially that of short- 
term credits. 

As already noted, the activities of the National Economic 
Bank extend to every sphere of the country’s economic life. We 
are interested only in its relations to industry and we shall confine 
our attention exclusively to its activities in that sphere. Its 
operations in the mortgage, raUway, municipal, building and 
reconstruction branches are no doubt highly important ; but a 
review of these activities does not fall within the strict limits of 
our study. We shall therefore proceed to make a detailed survey, 
only of its industrial financing activities. The relations of the 
Bank towards industry are of a two-fold character, first, its rela- 
tions towards industrial enterprises belonging to the State and 
the Bank itself and secondly, its relations to’ private industrial 
undertakings. As regards State and associated undertakings, the 
duty of the Bank consists in placing them on a sound financial 

46-1223B 
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footing, maintaining at the same time their commercial 
character. The assistance granted to these undertakings takes 
the form of (1) provision of initial capital, (2) granting of work- 
ing capital, (3) and allocation of investment funds, when re- 
quired, in the shape of long-term mortgage credits in bank 
debentures. Apa-rt from this, the Bank is particularly interested 
in the rationalisation of industrial concerns and the concentration 
of their production.^ Financial assistance granted to private 
industry by the Bank has also been expressed in the same three 
forms. Industrial credits granted by the Bank are thus both 
long- and short-term. The former are granted either in the form 
of debenture loans or cash loans. The latter which are for 
working capital purposes take the shape of discount, time or 
goods credits and of over-drafts on current account. 

The right to participate in industrial undertakings was 
conferred upon the Bank by Art. 11 of its charter. The pro- 
visions of this Atticle empowered the Bank to establish, to 
conduct or to act as intermediary in the formation of undertak- 
ings, provided that they were the property of the State, Local 
Government authorities, corporations having the power to levy 
taxes for their own requirements as well as of private concerns, 
the establishment or holdings of shares in which were deemed 
necessary by the Minister of Finance in conjunction with the 
Ministers concerned. 

The activities of the National Economic Bank in respect of 
the provision of industrial loans have been directed, ever since its 
establishment, chiefly towards the financial assistance of indus- 
trial undertakings which are of economic importance to the 
country as a whole, and to those economic organisations in the 
existence and development of which the Government had a special 


* The Aclivily of the NaticnoJ Econmie Bank in ils relaiion to the economie siliialion in 
Poland in 1927. Eiposi of Dr. Boidbii Gorecki, Chairman of ILe Bant, at the Prosa Con- 
ference held on 24tfa Febmarjr, 192S, p. 23. 
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interest. Hence the enterprises which have enjoyed primary 
consideration in the matter of financial assistance are those con- 
nected with the chemical, metallurgical and electrical industries. 
Owing to the conditions under which the economic life of Poland 
developed during the first years of the existence of the Bank, it 
could not confine its activities exclusively to satisfying the finan- 
cial requirements of State undertakings. During the inflation 
period and the subsequent prolonged depression, numerous private 
industrial undertakings badly suffered from lack of credit facilities. 
Unable to obtain financial accommodation from the ordinary 
channels, they were compelled to seek assistance from outside. The 
supply of foreign capital available, however was too inadequate 
to satisfy their I’equirements and hence it became necessary for 
them to invoke the assistance of the State. The National Econo- 
mic Bank, being the institution specially called into being to 
carry out the Government’s intentions regarding the recon- 
struction of the economic life of the country," had to take upon 
itself the task of providing finance for these struggling industries. 
Long-term cash credits were liberally granted to numerous under- 
takings during this period so as to help them to pull themselves 
out of the economic morass.^ 

On the termination of the crisis, again, these began to 
require large volumes of permanent capital to carry on costly 
schemes for developing, modernising and re-equipjfing their facto- 
ries to keep themselves abreast of the times and to adapt their 
production to the increasing requirements and altered demands of 
the market. They had to make fresh ipues of share capital. 
But as most of them were unable to obtain the necessary funds 
from the investing public, they sought again the assistance of the 
Bank. Accordingly the Bank had to take over large parcels of 
shares to retain them in its portfolio until the industries con- 
cerned were able to obtain sufficient financial assistance from the 


1 Bepoit of the Directors. NelioBsl EcoBomic Bsnk. for the finencial yeer 1927, Wsrserr. 
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■public. Under tbe circumstnnces the holdings of the Bank in 
industrial undertakings have not been insignificant.’ 

Applications from industrial concerns for long-term credits 
in tbe form of bank debentures are snbjecled to tbe closest scru- 
tiny as' regards their financial and technical soundness. No 
assistance is ever granted Iq-schemes, the object of which is to 
bolster up enterprises of an unsound character. Finance is 
always readily granted wherever a particular tendency towards 
concentration is noticeable. Before granting any long-term credit 
in this form, the Bank in each case takes the opinion of the rele- 
vant Trade Association and also obtains the view of the compe- 
tent Chamber of Commerce. Such expressions of opinion, though 
naturally not binding on the decision of the Bank, materially 
assist it in judging whether the credit granted will be employed 
for production purposes.® 

The general principles to be followed for the granting of 
long-term industi’ial loans against bank debentures are laid 
down in Paras. 50-60 of the statutes. Such loans may be granted 
on industrial properties, sea and river-going vessels and factory 
buildings provided they can be easily converted into dwelling 
houses or for the use of such industry as has in the opinion of 
the e.xperts definite prospects for development in that district. 
The amount of loan should not exceed half of the appraised 
value of the Irfhd, two-fifths of that of the buildings and one- 
third of that of the plant definitely required for the running of 
the industrial undertaking and permanently attached to the real 
property. If water-power forms a portion of the industrial real 
property, a loan may be granted up to one-third of its estimated 
value. But theatres, mines and quarries will not serve as a 
guarantee for a loan in debentures. The assessment of the value 
of buildings and permanent factory equipment will be done on the 
basis of their actual value after making allowances for any possible 

V 

^ Keporl of the Dircctore, Netiocai Economic Bnnk, for the CnancinI year 102S, 
Warsaw. 102S, pp. 31-23. 

Exposh of Dr. Itoman Oorecki, Chairroan of tho Bank, at the Press Conference held 
on the 24tb Februai 7 ] 1028, Warsaw. 
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depreciation in case of the liquidation of the industrial under- 
taking.^ Industrial loans are to be secured by a mortgage on the 
property on ^vhich the undertaking is situated and to increase the 
security may be further secured on other real properties.® 

The Bank may issue bank debentures on the basis and up to 
the amount of industrial loans granted. It may also issue such 
debentures secured by mortgage bonds and debentures issued by 
Polish long-term credit institutions and for Local Government 
authorities which.bear the guarantee of the State. These bank 
debentures are issued to bearer with a guarantee of the repay- 
ment of interest and capital on the conditions set forth in them. 
The total of the debentures in circulation is not to exceed the 
total amount of industrial obligations held by the Bank at the 
same time.® 

The mortgages on industrial real estate, designated for the 
securing of loans granted in bank debentures, constitute a 
separate portion of the assets of the Institution, set aside to 
secure the rights of the holders of both future and past issues of 
debentures.^ The payment of capital and interest to the deben- 
ture holders is guaranteed not only by the industrial obligations 
that the Bank may hold but by its entire assets. To ensure the 
regular payment of the half-yearly coupons on the debentures, 
a special reserve fund is built up, which is made up of the 

following® ' 

(1) Registration fees paid at the time of receiving an 
industrial loan from the Bank amounting to iX of its nominal 

^alue ; n • . 

(2) Profits from purchase of debentures for cancellation ; 

(3) Special Reserve Fund for industrial and other loans set 
aside from the net profits ; 


1 StiitutsB of the National Economic Bank, Para. 56. 
l/6(Vf.,P8«. 69, 
s Ihid., Para. 15. 

* J6fa.,Pat8. 13. 

6 Jhi4.,Pora. 17. 
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(4) Profits obtained from lapsed coupons and drawn 
debentures. 

The rate of interest payable on the debentures is to be 
always equal to that of the loans, on the basis of which the 
respective debentures have been issued. The borrowed funds 
may be repaid to the Bank either in instalments as fixed by an 
amortisation scheme of in one single payment. All such repay- 
ments should be credited to the sinking fund for the redemption 
of the debentures, which must be drawn by lot and repaid at par.^ 
The debtor may repay the loan either partially or in full before 
the fixed term, provided that the partial repayment is equal to 
one or more of the instalments due from him and that he gives 
notice of his intention to do so at least six months before the 
next instalment falls due.^ 

The borrowers have to pay the stipulated instalments con- 
stituting payments of interest and capital in advance at the fixed 
dates and besides* supplementary charge as contribution to the 
expenses of administration. The rate of interest payable on the 
loans and the amount to be paid for administrative charges will be 
fixed by the Administrative Council, subject to the confirmation 
of the Minister of Finance.® They have to insure the industrial 
properties, on the security of which they receive a loan from the 
Bank, against fire, wnth an institution designated by the Minister 
of Finance. Any sums payable to the insurer under the policy 
must not be paid without the Bank’s permission.* 

The Bank has the right to suspend the payment of the loan 
if the applicant dies or becomes bankrupt or if he fails to apply 
for the loan within 30 days from the date of the receipt of a 
notification that the loan is ready to be paid over to him, or if an 
execution is levied on the property on w'hich the loan has been 
granted.® 

I Pbib. 16 of the Btetutee of the Natiooel Economic Seok. 

* Fere. 13 

S Pare. 29 

* Pars. 69 

c Fan, U 
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It was during 1927 that the ^National Economic Bank exer- 
cised for the first time the right to float loans in the form of 
bank debentures for the financing of industrial undertakings. 
The issues were made subject to the following regulations : the 
interest was fixed at the redemption period at 18^ years, 
and the minimum amount of a loan at 300,000 zl. and subse- 
quently at 100,000 zl. These loans were primarily intended for 
assisting State enterprises or concerns in Avbich the State was 
interested, but might also be granted to private industry. 
During the year six such loans were issued, totalling 
12,692,000 zl. 

Ever since the establishment of the Bank, it has displayed 
considerable financial activity in relation to State enterprises : 
and in recent times has played an important part in the rational- 
isation of their production. These enterprises may be defined 
to be those of which the State is the sole owner, or in which the 
State holds the major portion of the share capital, or which are 
of general importance to the State. One of the most important 
State enterprises to be financially assisted by the Bank was the 
tJrsus Engineering Company, the first Polish firm to manu- 
facture motor cars. In 1927 the Bank helped it to increase 
its capital to 15 million zl. and took up practically the whole of 
the new issue of 892,500 shares of 15 zl. each. It now came to 
own 89'6lX of the issued capital of the Company.’ In addition, 
the Bank promised at the end of 1927 to grant it a long-term 
loan of 4,130,000 zl. in the form of bank debentures. Besides 
the Ursus, the Bank participated during the same year in the 
share capital of the Propeller, Wood and Metal Works to the 

extentof 55-55% and made arrangements to grant the Stara- 

chowice Mining Company a long-term mortgage credit of 17 
million zl. The chemical industry also received valuable finan- 
cial assistance from the Bank. The Azot Company 
not only received a debenture loan amounting to 2,565,000 zl. 
but the bulk of their new issue of shares was also taken over by 
the Bank, which now came to bold 66*81% of the entire issued 
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capital/ Another concern, the Chemical Industry , in Poland 
(the Prezemyal Chemiczny W. Polsce) was assisted, to increase 
its share capital by 1,200,000 zl., the Bank promising to take up 
the greater portion of the new issue. The “ Tesp ” Potassium 
Salt Company, a concern engaged in the production of synthetic 
manures, also received considerable credits from the Bank for 
investment purposes.' 

As regards long-term credits for private industrial under- 
takings, these were furnished in the form of cash loans and were 
chiefly intended for those concerns which had fallen into 
difficulties owing to the adverse economic position but had 
reasonable prospects of success. The following concerns were 
the principal recipients of such flnancial assistance from the 
Bank s — 

(1) The Prezeworsk Company of Prezeworsk — 5,500,000 zl. 
to meet its pressing engagements and also to start a sugar mill 
at Horodenca. 

(2) The Grodek Pomeranian Electricity Supply Company at 
Torun — 1,500,000 zl. for constructing a power line to Gdynia. 

(3) The National Drainage Company — 18,000 shares each 
worth 10 zl. 

(4) The Polish Sea-Fishermen’s Co-operative Union of 
Gydnia — 200 shares valued at 10,000 zl. 

(5) The ])anziger Tabak Monopol A. G. — 6'6^' of its share 
capital. 

Besides these companies, the Bank extended its assistance 
to the medium Polish Upper Silesian industries w'hich were in 
great difficulties owing to foreign competition. The Katwoice 
branch of the Bank was authorised to grant to these undertakings 
an aggregate amount of 500,000 zl. to be secured by mortgages 
and repayable after two years.^ 

I Report of the Board of Directors for the finaDoial year 1927 (Wsreati;, 1923), 
pp. 29-80. 

* Report of the Board of Directors, National Economic Ba'olr, for the financial year 
1927 (Warsaw, 1928), pp. 36-36. , 
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Tbe year 1928 witnessed a great development of the long- 
term sinking fund credits business. Of these again the granting 
of credits for' industry and for building, rather than on mort- 
gages of real estate, engaged the foremost attention of the Bank. 
During the year 17 industrial loans were accorded through the 
medium of hank dehentures totalling 17,1.55,000 zl. Applications 
for such loans received by the end of-tbe year amounted to a 
quarter of a milliard zl. But owing to the shortage of funds, 
the granting of such credits was restricted only to those under- 
takings which showed a promise of useful developments from the 
point of view of the interests of the State and of the economic 
life of Poland. Great care was devoted to the examination of 
the technical and financial standing of the concerns applying for- 
aid ; and applications amounting to 90 million zl. had to be re- 
jected as these were not in a position to fulfil the conditions 
required by the Bank. 

During the year the Bank participated to a considerable 
extent in the reconstruction of industrial enterprises and as a 
result its holdings in them increased substantially. The 
following figures indicate the remarkable growth of the Bank’s 
holdings in industrial undertakings during 1925-1928 ^ : 

In Zlote (000 omitted) 

1920 1927 ^228 

5,734 20,113 46.285 


1925 

1,007 


As regards these holdings, they consisted generaUy of paid-up 
shares in artificial manure and chemical works, in the metallur- 
gical industry and in the other enterprises in which the State 
had an interest for political or economic reasons. 


1 Bepori of the Boerd of Directo™, K.tionel Economic Bank for the fineocf.l 
jew 1928 fWereaw, 1929), p. 38. 

47-122SB 
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Among the industrial concerns in -which the Bank was 
directly interested in 1928^ the following may be mentioned : — 

1. The Tesp Potassium Salt Company. 

2. The Chemical Industry of Poland. 

3. The Azote Company, Ltd. 

4. The Grodzisk Chemical Works, 

5. The Associatian of Polish Mechanics from America. 

6. The Polish Accumulator Company. 

7. The Pioneer Tool Works, Ltd. 

8. The Starachowice Mining Company. 

9. The National Amelioration Company, 

10. The Ursus Engineering Company. 

11. The Propeller, Wood and Metal Works (manufacturing 

wood and metal aeroplane propellers). 

12. The Danzig Tobacco Monopoly. 

State enterprises were furnished long-term cash credits to the 
extent of 9,939,000 zl., of which the greater portion went to the 
Tesp Potassium Salt Company, the Chemical Industry of Poland 
and the Starachowice Mining Company. As regards private in- 
dustry, the Bank in accordance with its new programme of activity 
decided to withdraw gradually from industrial credits business. 
Hence during the year there u’as only a nominal increase in this 
class of credits. The principal recipients of long-term cash 
credits were toe distilleries which were accorded 12,400,000 zl. 
The textile, paper and timber industries also received cash loans 
of 3,023,000 zl., 2,188,000 zl., and 2,560,000 zl. respectively.^ 

In 1929 the participations of the Bank in industrial con- 
cerns did not show any marked variations. The holdings of 
founders’ shares in the different enterprises were only increased 
by the taking up of shares worth 1,000,000 zl, of the Jarot 
Timber Products Company. 

Among the industrial interests of the Bank, the textile, 
chemical and metallurgical groups encountered great difficulties 

I Report of the Board of Directora, National Economic Bank, for the financial jesr 
1938 (Warsaw. J939), p. 88 
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in effecting sales owing to the prerailing economic crisis and 
bad to seek financial assistance from the Bank. The assistance 
was granted to an adequate extent in every case. The Bank 
also played a part in the reduction of their overhead charges and 
rationalisation of their processes of production.* 

There was only one industrial loan -against debentures 
amounting to 6,800,000 zl.^ This particular type of loan could 
not be developed for various reasons. In the first place, the 
conditions prevailing in the money market were very unfavour- 
able for the placing of debentures. Greater caution was also 
exercised in the granting of this kind of loan. The majority of 
undertakings which applied for this form of^ assistance were 
not in a position to fulfil the essential conditions imposed by 
the Bank. The financial position of a large number of them 
was so unsatisfactory that radical reorganisation was urgently 
called for. Hence the number of applications which had to be 
rejected after a preliminary examination was Very great. 

As regards long-term cash credits, Slate undertakings 
received 3,593,000 zl., while private industry was furnished 
966,000 zl, only.* 

■ During 1930 the National Economic Bank accorded three 
industrial loans totalling 1,820,000 zl. in bank debentures. ■ 

The Bank had decided in 1928 to withdraw from the field 
of industrial credits under its new programme of activity, leaving 
this aspect of the credit situation to the ever-widening field of 
the private banks ; and since 1929 the Bank has been follo^ng 
the policy of gradually reducing its commitments in associated 
industrial undertakings as well as of not increasing its interest 
in outside undertakings. An order of the President of the 
Republic, dated 3rd December, 1930, cancelled Art. 11 of its 


I Report ol the Boora ot Directors. NatioDsl Economic flsnk. for the fin.T.ci.1 
1929 (Warsaw, 1930), p. 32. 

* Ibid., p. 80. 

3 Ibid., p, 40. 
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charter which gave it the. right of industrial participatiou.^ 
In the same' year the entire holdings of the Bank in 
the Ursus Engineering Works were made over to the State 
Engineering Works. In addition to this, the book values of 
many shares and participations were written off and hence the 
balance-sheet item •“ shares . and participations” dropped from 
47,293,000 zl. on Olst December, 1929, to 33,753,263 zl. on 31st 
December, 1930, which were distributed as follows " : — 


1. Potassium Salt Exploitation Company .. 

2. British and Polish Trade Bank 

3. Danzig Tobacco Monopoly ... 

4. Bank of Poland 
•5. Bank of Danzig 
6. Other Securities 


Zl. 

17,923,191-50 

7,157,950 

2,142,035-78 

382,695 

6,147,352-96 

88 


Zl. 33,763,263-24 

In accordance with the new policy of the Bank long-term 
cash credits for associated undertakings and private industry were 
considerably reduced. The former received 2,000 zl. and the 
latter 879,000 zl. only as such loans. The State undertakings 
were granted long-term cash credits to the extent of »SO,000.000 

zl.* 

In the course of 1931, three loans in 7v% bank debentures 
amounting to 1,620,000 zl., which had been authorised in the 
previous year, were paid out. But no fresh loans were 
authorised and no commitments were carried over for fulfilment 
in the next year. The greatest share of the industrial loans 
granted up to 31st December, 1931, fell to the mining, smelting 
and metallurgical industries (44-3% of the total) and the sugar 


^ Report of the Boer^f Directors, Nntione] Economic Bank, for the jotr n)2S C^’arserr, 
1929), p. 4B. 

® Ibid,, for the year 1930 IWotsarr, 1931), p. 40. 

^ Balance-sheet of the National Economic Bank for the year 1930. 
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industry (20 o%). Tho textile, chemical, ceramic and mineral 
industries received smaller shares/ 

Long-term cash credits furnished to associated undertakings 
and private industry were smaller as in the preceding year." 
The former received 394,000 zl, and the latter only 563,000 zl. 
State undertakings received 31,040,000 zl. . . 

The policy adopted in previous years, of reducing its interests 
in industrial undertakings, was continued by the Bank during 
1931 and it sold its holdings in the Polish Accumulator Company 
and the Machine Tool Factory “Pioneer.” Its participations 
and shares decreased by 2'4 million zl. to 31*3 million zl. ® 
During 1932 the long-term cash loans to State enterprises 
amounted to 30,366,000 zl. Enterprises associated with the 
Bank received no other credits except small short-term commer- 
cial credits. As in previous years, the Bank continued its policy 
of reducing its interests in industrial enterprises. The indebted- 
ness of private industry in respect of long-term cash loans was 
only 586,000 zl. ^ The holdings of participations and shares, 
during 1932, comprised the following items'* 


1. Potassium Salt Exploitation Coy. 

2. British and Polish Trade Bank 

3. Bank of Danzig 

4. Bank of Poland 

5. Danzig Tobacco Monopoly... 

6. Other Securities 


Zl. 

... 18,229,106-66 
.. 7,066,865 

.. ^ 4,396,543-84 
... ’ 1,698,938-80 
.. 1,426.338-98 

79 


Zl. 32,816,872-28 


* Bepoit of tb# Nstiocai Economic Bool:, for Ibe year 1931 (Watasw, 1932), p. 35. 

* Tbo granting of credits to ossoei»fe3eofarpriB88 was restricted to esceplionsl cases, 
particoisrly those enterprises which were of importsnee to the State. 

* Baiance'sheet of the N. B. B. for the year 1931. • 

* Beport of the Board of Directora, N. B. B. for the year 1932 (Warsaw, 1933), p. 12, 

p. 19 and p. 53. 

( Balance-sheet of the N. K. B. on the diet December, 1933, 
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The increase of 1‘5 roillion zl. was entirely in Bank of Poland 
shares. 

In determining the total indebtedness of industry to the 
National Economic Bank we have to take into account not 
simply the cash loans (long- and short-term) for private industiy 
but also the loans in bank debentures, cash loans for State and 
associated enterprises, as well as a great portion of the loans in 
communal debentures granted to Local Government enterprises. 
Computed on these lines the total amount of industrial credits 
advanced by the Bank every year is found to be considerable, as is 
evident from the figures available for the years 1931 and 1932. 
In the former year the cash loans for private industry (including 
those from Treasury funds administered by the Bank) amounted 
to 148‘9 million zl. To these should be added almost all the cash 
loans to State and associated enterprises amounting to 114*2 
million zl., the loans in bank debentures amounting to 25*2 ndillion 
zl. and a great portion of the 153*3 million zl. loans in communal 
debentures granted to various Local Government enterprises. The 
total amount of industrial credits thus amounted to 400 million zl. 
during the year. ^ Similarly in 1932 the cash loans to private 
industry amounted to 119*4 million zl. ' Besides, almost all the 
loans in bank debentures totalling 24*3 million zl., the majority 
of the loans in communal debentures amounting to 153*3 million 
zl. and 80 million zl. of the credits advanced to State and asso- 
ciated enterprises were for industrial purposes. As a result, the 
total share of industry in the credits granted by the National 
Economic Bank amounted, at the close of the year 1932, to 380 
million zl. 

The role of the National Economic Bank in relation to 
industry, though defined to be rather of a subsidiary nature, ? is 
thus found to be not at all insignificant. It did not completely 
abandon its activities in the industrial sphere even after the 

* Report of the Board of Directors, National Bconomic Bank, for the financial year 
1031, p. 47. 

S ExposS of Dr. Roman Gorecki at the Press Conferee ce, op. cift-l p. 37. 
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Presidential order of 1930. Financial assistance rendered to 
industry by the Bank in the form of debenture loans and of 
short- and long-term credits continued to be quite consider- 
able. In those cases specially where private banks were not 
able to meet adequately the requirements of industry and in 
the case of the heavy metallurgical and metal .industry, the heavy 
chemical and other large industries,' em'ploying modern equip- 
ment, the Bank rendered in recent years useful assistance by 
providing long-term sinking fund credits in the form of bank 
debentures. As regards the long-term cash loans, those that were 
granted to industry during the economic crisis of 1924, 1925 and 
the beginning of 1926 were no doubt being gradually paid off, but 
owing to the general shortage of capital in the country, the Bank 
would probably continue to proride medium-term, if not very long- 
term credits, for some time to come. Besides, it played a very 
useful part in industrial rationalisation and concentration of 
production. The financial policy of the Bank in respect of 
industry was in recent years guided mainly by the principle of 
rationalisation and it always endeavoured to promote sound and 
far-sighted schemes of industrial reorganisation. 

In concluding our review of the activities of the National 
Economic Bank it will be interesting to know bow far the indus- 
trial loan policy of the institution was attended with success. 
In examining this question we should bear in mind the repurcus- 
sions of the world-wide economic crisis on every branch of Polish 
industry. Considering the acuteness of the economic depression, 
it is satisfactory to note that on the whole payments of instal- 
ments of industrial loans were not very unsatisfactory. In 1929 
the payments of instalments were on the whole quite satisfactory 
and only one case was referred to Court. Owing to the furt er 
aggravation of the economic crisis, however, payments of insta - 
meats slowed down slightly in 1931 and 1932. Beference had to 
be made to Court aud the properties of debtors iad to he sold in a 
few cases. To safeguard its funds the Bank was also obliged to 
buy in some cases. But in all cases deserving consideration, m 
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Bank waived aside its right to foreclose in the event of arrears 
and generally prolonged the periods of repayments. On the basis 
of the Law of the 20th December, 1932, the Bank granted far- 
reaching facilities to its debtors. The interest charged on indus- 
trial loans was reduced to 5’5 % per annum, beginning from the 
second half-yearly instalments falling due in 1932, and the maxi- 
mum period of redemption for industrial loans was fixed at 20 
years. 



CHAPTKR XI ’ 


. PuTURB or Industrial Fjkance in India : • 

^Vk Industrial iloRTGAGE ’B ank for India 

The analysis made in a previous chapter “ clearly revealed 
that the defects and dedciencies of long-term industrial finance in 
India chiefly related to the l ack of financial facilities durin g 
the develo pment period and for extension, reorganisation and 
modernisation The most serious gap existing in the financial 
machinery (if the country was shown to consist in the entire 
absence of any suitable organisa tion for furnishing long-tenn loa ns 
to industries on the security ofTheir fixed assets. The system of 
mana ging age ncy, which has played a very important part in the 
financing of industries in the country, has no doubt catered for 
these particular financial needs of IndianlHdustnes to'Tome 
extent; But as alrea'dy'hote'aTtbe system has underg one^cMsi- 
derable degeneration in recent years. The modern managing 
aaeiitito'nollicen able to keep up the traditions of the system 
and have seldom possessed the attributes which made the system 
so useful in the past. Besides, the managing agency system 
of financing isopen to some grave defects. ^ B nder th^ r- 
cumstance s the future derelqpmeg^t of mdustria lfinance^dia 

doeslISniritk^^ 

a spHmaranHSffh^^ 

-rnii^tftion-of establishing a special^on or solving 

. Published in Ibe form of »n aUHe .» the CaUulK^ May and Jnne, 1939. 

* Chapter V, mpm (pp. 122.261. 

J See Chapter VI, supra fpp. Ifil-88). 

d8-1223B 
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co untry for a long tim e. The necessity of setting up such an 
inst itution was stresse d by the Industr ial Commission as we ll 
as tbe Central Banking Enquiry Commit tee. But y actio n 
exc ept a half-hearted attempt in one or two province s has yet 
been taken on their recommendations ; their reports are resting 
in oblivion among .the dust and cobwebs of the upper shelves 
of the Secretariat. In'the recent times, as has been shown in the 
preceding chapter, the question of establishing suitable machi- 
neries for the long-term financing of industries has engaged 
considerable attention in sei’eral countries. Whenever it has 
been found that industries are unable to satisfy their long-term 
financial needs from the existing sources, the desirability of filling 
the gap in thd . financial machinery by establishing a special 
organisation has been strongly recognised. When attempts are 
being made elesewhere to set up machineries specially designed 
for providing long-term industrial finance, it is highly desirable 
that India shoul/J not lag behind. Her need for such an 
organisation is no less great than that of any other country. 

Now the question is, what should be the model on which the 
future Indian institution will be framed? The task of choosing 
a model is not at all an easy matter and a great deal of the 
successful working of the organisation will depend upon the 
proper choice. In the last 15 or 16 years, during which Indian 
economists and publicists have been toying with the idea of 
specialist institutions for financing Indian industries, a variety of 
suggestions has naturally been made. But most of these sugges- 
tions have not been theoretically sound and have failed to appre- 
ciate correctly the functions and purposes of such a special type 
of institution, while others have had little practical value. The 
Indian Industrial Commission w'hich favoured the establishment 
of an institution modelled on the lines of the Industrial Bank of 
Japan desired to confine the larger portion of its industrial busi- 
ness to the provision of working capital only.. In this they failed 
to realise that the restriction of the business of such an organi- 
■^sation to the supply of only short-term working capital to 




FDTOBE OF IFDCSTRIAL FrfAKCE 


379 


industr)' would defeat tbe very purpose for whicb it would be 
started. Tbe problem of long-term industrial finance which is 
more complex and more acute would not be solved thereby. 
The attitude of tbe Industrial Commission entirely miscon- 
ceives the nature and functions of specialist institutions designed 
for financing industry. Tl’herever such organisations have been 
set up, their object has primarily been the provision of long- and 
medium-term financial facilities for industry. The Indian Cen- 
tral Banking Enquiry Committee threw out a suggestion for 
tbe formation of Provincial Industrial Corporations but they did 
not develop the idea and details were not filled in. 

The Industrial Bank of Japan has hitherto been the only 
model before India. Whenever a pattern has been sought for the 
future Indian institution, Commissions, Committees and 
economists have invariably turned to Japan. Even the “Poreigr 
Banking Experts ” who were invited to assist the deliberations ol 
the Indian Central Banking Enquiry Committee believed that 
Japan was the only country where a specialist institution speci- 
fically designed for financing industries existed.* 

A careful study of the structure and operations of tbt 
Japanese institution, however, has moved us to reject the 
Japanese model for India. Tbe loans furnished by the Banl 
are not truly long-term and there is no statutory provision foi 
amortisation, except for ship mortgage loans. 'An institutioi 
furnishing such type of industrial loans will not fulfil the rea 
need in India for long-term industrial finance. Besides, it has 
combined issue business with industrial mortgage banking anc 
has further added to it ordinary commercial banking. Such £ 
mixture of various kinds of banking functions is not desirable. _ 

The Japanese Bank, though a singular instance of a specia 
institution for financing industry in the pre-war days, is not to 
day the one and only institution engaged in long-term financing 
of industry. In seeking a model for India, fherefore, we nee( 

I llepott ol tbe IndiaD Central Banting Enqnitj Committee, Vnl. I, Part I, p. 636. 
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DO loDger turD to Japan alone. During the post-war years, in a 
number of European countries, it has been seen, a new machi- 
nery=has been evolved for satisfying the long-term financial needs 
of industry. Industrial mortgage banking has been a very use- 
ful and interesting experiment in industrial financing attempted 
by these 'European countries. A considerable measure of success 
has already been achieved there and the same experiment may very 
profitably be made in India. An organisation closely modelled on 
the lines of these post-war industrial mortgage banks in Europe 
will be eminently suitable for the financing of industries in India. 
The main business of the Institution will be, as with its 
European confreres, the granting of long-term amortisation loans 
to industry against the mortgage of industrial real estate, land, 
factory buildings, machinery and plant, the necessary funds for 
its operation being obtained by issuing industrial mortgage bonds 

in addition to its own share capital. 

< 

All-India or Provincial Basis : 

In recommending the establishment of a specialised mort- 
gage bank for furnishing Indian industries with long-dated 
capital, the most important question that has to be decided is 
wh ether the proposed Institution should be founded on an A ll- 
In dia or Provincial bas is. The majority of the Indian Central 
Banking Enquiry Committee decided i n favour of the estab lish- 
me nt of Brovinciai Inititut ioDS. Their decision, in this connec- 
tion, appears to be reinf orced by the recommendations of a 
n umber of Provincial Banking Enquiry Comm ittees for setting 
up “ industrial banks on purely provincial lines. The most 
important single consideration that impressed them in favour of 
a Provincial Institution instead of an All-India one was the 
anxiety to safeguard provincial interests. A persistent fear seems 
to have haunted not only the Provincial Committees but also 
the Central Committee that in the event of a Central Institution 
being established, the particular interests of the provinces 
would be neglected. A national centralised Institute could 
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ne ver be exp e cted io possess the detailed knowledge of loca l 
co ndifions wliici) flie lendiDg of mortgage loans requires . 
Independent provincial institutions, it was believed, would be 
much more useful in this direction than the Central Bank 
working through its branches and agencies. Only a Provincial 
Institution would be able to take proper care pf provincial needs 
and aspirations. ' We have, however/ carefully considered all 
the arguments that have been adduced in favour of provincial 
institutions, and wc are inclined to believe that t he balance o f 
advant age h‘ps gtill tn farmir of the CentraL Institution. 

The main function of the proposed Institute will be the 
issuing of industrial mortgage bonds. Now there are three 
essential elements in the mortgage bond ; security, marketability 
and yield. A Central Bond Issuing Institute is _cab alatedio 
prom ote the marketahiiitv and improve the security of the bond s 
dec idedly^ i n a iircatcr degree than a Provincial Insti tute. 
As regards niarketabilitj^ it is clear that, the bonds'^ the 
Central Institute, commanding an enor mous amount of cap ital, 
having a null-known directora te and issuing a large numfor of 
th ese lioiids, secured by a diversified parcel of properties all ov er 
the country, will provide a greater a ppeal to the invest ing 
public than the local ^raall issue of "T PTovincial Institution. 
Sil^honds will he sold both at home an djitoad. Considering 
the exTent of the capltaTraarket in I^dia, it caipiot be expected 
to respond quickly and easily to a number of separate bond- 
issuing institutions. = The home market is n_o Lsufficigntly 
strong to pro vide all the enormous funds thay ay^b^requwed 
for fina n^ the various industries of the country. The forei gn 

capiUniS5L^alOtQ!P-iP-^^ 

neccs'^unds. The large national organisation null be better 
knou^d will command a mnch greater confidence than the 
smaller provincial institutions. The foreign investor is quite 


I Uapotl of the Inflian Central BankinR Enqniry Committee. Vol. I. Parti. 

C rrR/, ^.^erL-Indian Central Bankin, Enquiry Ccmm.ttee, 


Vol. IV, p. 251. 
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likely to be interested in a national issue secured by widespread 
mortgages, although he may not be prepared at all to invest 
in locally secured bonds. As jygards investors witliin the coun try 
its elf, there a re undoubtedly some who will prefer local securities 
pa rtly for sentimental reasons and partlViTecarise' thuT-f ccPTiey 
can Jjavc a. pers onal .knowled ge of the undertaking and of tho se 
who are in charge of it. ‘ THis the Madras investor may be quite 
willing to put his money in a glass factory in Madras but will 
be reluctant to take an interest in a Punjab glass factory. But 
there is another aspect of the question. Bonds issued by the 
Assam Industrial Mortgage Bank may not be touched in Bombay, 
Madras or Bengal, But if it were a Central issue, the investor 
in every province* \yi II b e interested. A large issue ofbonds by 
a Provincial Bank may not find a ready market — may not find a 
market at all. Again, if the bonds are given any guarantee, that 
of the Central G-overnment will undoubtedly inspire more con- 
fidence. The bonds issued by the Central Institute and guaran- 
teed by the Central Government will enjoy a greater reputation 
both at home and abroad, and the requisite funds may be raised 
without much difficulty. 

As regards the question of security, it has a twofold aspect. 
It has, in the first place, reference to the relations between the 
mortgage bank and the owner of industrial enterprises and in 
the second place to the relations between the bank and the bond- 
holder. In the interests of the bank the loans granted will have 
to be safeguarded. It is also necessary that the would-be in- 
vestors have to be induced to purchase the bonds by making them 
secure to the greatest possible extent. It is clear that the 
security of the bonds issued depends a great deal on the proper 
.and scientific distribution of risks. With a central organisation, 
the opportunity for diversification of risks will certainly be 
greater than with a local institute. It is a root principle of 
investment banking to achieve the ma.ximum diversification of 
risks. Th ere are tw'o principal bases on which risks can b e 
diversified — ^geographical and gcnerical. It is evident that 
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b oth these two forms of distribution can be obtained to tb e 
masimui a extent in the case of an . A]1-Tn^ia Biin k. So far as 
geo graphical distribution is concerped, tbe All-India Institute can 
reduce it s risks to the mmimum tbrouglv-narfifuL splfip.tinn of im - 
dert akings existiag ip different parts of tbe coun try. Different 
areas will be subject to different risks, beeause of different 
climatic, financial and industrial 'conditions. If there is a 
depression in the main industry of tbe province, say the 
cotton industry in Bombay, the jute industry in Bengal, 
the sugar industry in Bihar or D.P., the provincial institutions 
which may have advanced heavily to their respective industries 
will be reduced to a helpless position. The majority of their 
borrowers will default and a considerable portion of their assets 
will be frozen. The situation will not be so perilous if the ins- 
titution were an All-India one. If there is a depression in one 
industry in one province, tbe Bank will on the whole maintain 
its position by the profits it may make with .regard to the same 
industry in another province. Owing to purely local conditions, 
a depression may occur in the cotton mill industry in Bombay 
but not in Bengal. T he All-India Bank will not be so vulnerab le 
in the event of a provincial or local depression or in the ev ent 
of a slump in a specific industry. 

Bi sks can be distributed not only geographically but also 
ppHRi-ioallv bv the All-India Bank much better tA an by pro - 
vincial institutions. The OentraUnstitution canmyesHnm^y 
mor eliff^t kinds of industry than a Provincia l Bank. Except 
in the case of a world-wide depression^ like the one recently wit- 
nessed, it is unlikely that all the different kinds of industry 
should be simultaneously caught in a slump. The depression 
in one or two industries can have little repurcussion on the 
general prosperity of the Bank. A substantial number of 
industries has to be affected and a substantial fall in the value of 
the mortgaged property has to occur before the Central Institute 
can he threatened with any disaster. Different influences 
will affect different types of industry and industrial property, 
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SO that if one industry declines in value, the value of others may 
be well-maintained or may even rise. A Central Institute will 
be able to sustain itself better, because its investments will be 
very carefully distributed among various industries in various 
provinces and the chances of its being affected by an industrial 
depression 'will at the same tinae be comparatively smaller. If it 
is admitted that security both of the loan and of tbe bond-holder 
has to be ensured for the successful operation of the Mortgage 
Institute, the measures which will ensure maximum security must 
be adopted. The Central Banking Enquiry Committee failed 
to realise the gravity and importance of the question, when, 
carried away by an anxious desire to safeguard the narrow sec- 
tional interests of' the provinces, they recommended the establish- 
ment of industrial corporations on provincial lines. Wherever 
industrial mortgage banks have been started, considerations of 
security and marketability have weighed so seriously with them 
that they have always attempted to diversify the risks of invest- 
ment as much as possible by selecting different types and sizes of 
industry situated in widely different parts of the country. It 
may also be mentioned in this connection that a great deal of 
the successful working of the British Investment Trusts has 
depended on their policy of distributing the risks, geographically, 
industrially and denominationally. 

A Central Bank will certainly be immune from the chief dan- 
gers which beset local banks, viz., particular economic interests. 
It will be outside the pressure of local facts and the confusing 
influence of provincial patriotism. As Dr. Jeidels remarked, " If 
the organisation is too local, too provincial — local fight might 
arise about propositions submitted to the Corporation, ever3'body 
claiming that his proposition is the best The Corporation there- 
fore ought, I think, to keep as much aloof from local influence as 
possible, particularly in the beginning.”^ Oth erwise it “ wj ll 
ru n the danger of bbcoming a pandemonium of partisan strugg le 

1 Diseusaions teith Foreign Bxperla—lodhn Central Banking Engniry Committee, 
Vol.lV.p. 260. 
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and incompetence.” ^ The encouragement of narrow sectional 
interests which is sought by the establishment of provincial insti- 
tutions cannot be too strongly condemned. In economic matters, 
the promotion of separate provincial interests is highly injurious. 
So far as industrial development is concerned, it is never desirable 
as Mr. Manu Subedar rightly observes, to take a narrow view o 
provincial development in preference to an all-round nationa 
development.® 

The preceding discussion has made it abundantly clear thal 
the proper course would be to organise the future Industrial Mort- 


gage Bank of our country on an All-India basis. B ut after carefu l 
consi deration of the peculiar conditions of India — the vast are^ ol 
the country, the existence of acute provincial ‘jealousies-— and o l 
an an xiety to safeguard the interests of local and small industrie s 
we are inclined to restrict our proposed C entral Institution to^bj 
busi ness of issuing bonds onl y. We do not propi<se to ent^ 
it with the responsibility of granting long-term loans direct tc 
industrial concerns. The organisation that we are contemplating 
and that we believe would be the most suitable type for Indh 
is an All-India Bond Issuing Institute and a nmnher of Credit 
Granting Provincial Bodies affiUated to it but having no power oj 
hand issues. The two functions of granting loans and issuing 
bonds have been separated in our scheme and have been entrustec 
to two different bodies. The All-India Bank will have the abso 
lute monopoly of bond issues, but, instead of lending direct to th( 
industrialists themselves, will grant loans to the provincial oi 
regional banks which will not be able to raise the necessary fimdi 
so easily in the capital markets of home and abroad. These pro- 
vincial institutions will re-lend the proceeds of their loans fron 

the Central Bank to the industrial concerns, banding ov r t th. 
same time to the Central Institute the mortgages of their indue 


SlpoLt ^InaUn C«t.l 

Bepoit), p. S41. 
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trial borrowers equal to the amount of the loan they receive. On 
the basis of the mortgaged properties, the Centrar Bank will issue 
a standardised bond of extraordinary strength and stability giving 
a definite specific yield. The Central Bank could lend with per-: 
feet safety upon the assignment of the large mass of mortgaged 
properties .which the local institutes have taken from their clients 
as well as on the general security of the borrowing banks. The 
security consisting of mortgages in different parts of India in a 
number of provinces and relating to various industries and various 
kinds of industrial property would be extremely well diversified 
and almost unchallengeable. The Central Bank will make large 
issues of bonds and the funds that it will obtain will be re-lent to 
the provincial institutions. The price at which the capital will 
be raised will be charged to the latter with a small addition for 
administrative expenses and a reserve fund. The expenses of 
conducting the business will include the costs of the bond issues, 
the salaries of qualified oJBficials, rent for bank premises, etc. The 
difference between the rates of interest received from the borrow- 
ing bank and the rates allowed to the purchasers of the mortgage 
bonds will constitute the maiu source of the income of the All- 
India Bank, The Bank need not and probably should not lend 
at the same uniform rate to all the provincial banks. Different 
rates may be charged to the borrowing banks according to their 
credit. Some«restriction may also be imposed on the maximum 
amount that could be lent to a single Provincial Institute. The 
borrowers of the Provincial Institute will be charged a rate 
slightly higher than that at which the institutions themselves will 
receive their loans from the All-India Bank. The set-up that we 
are contemplating is also calculated to provide cheaper industrial 
finance than will ever be possible if independent provincial insti- 
tutions were formed. The Central Institute will undoubtedly be 
able to place its issues at a rate of interest much less than that at 
which a number of* smaller competing provincial banks making 
numerous issues will be able to do. If bonds can be sold at a 
cheaper rate, money can also be lent to the borrowing provincial 
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iDstitutions at rates much lower than what they must pay when 
appealing directly and separately to the investing public. Cheap 
finance w'ill filter down through the provincial banks to the owners 
of industrial enterprises and thus industry will enjoy exceptionally 
good financial facilities. It is significant that the French Credit 
Foncier and the Centralised Swedish Institute in .the* sphere of 
agricultural mortage credit, both -of which possess absolute 
monopoly issues, have successfully placed their bonds at much 
cheaper rates than their smaller confrhes in countries of similar 
conditions. The comparison is probably not conclusive as there 
are other elements to be considered, but there is ample ground 
to believe that this monopoly of borrowing power has bad a great 
deal to do with this cheapening of interest rates.^ 

The division into a Central Bond Issuing Institute and a 
decentralised organisation of credit granting bodies will, we be- 
lieve, be admirably fitted to the needs of the situation. The diffi- 
culties arising from the peculiar conditions of the home capital 
market will be solved, provincial jealousies will be satisfied, fears 
and suspicions will be allayed ; and yet the set-up will be outside 
the pressure of local facts and the confusing influence of pro- 
vincial patriotism. The three essential conditions in the mort- 
gage bond-marketability, security and yield-will be satisfied as 
in no other scheme. Security and marketability will be maxi- 
mised and a definite specific yield will be ensured. 

In recommending this particular type of industrial mortgage 
bank for India, we have been greatly impressed by the Swedish 
models in the spheres of agricultural and urban credit. Tie 
Swedish General Mortgage Bank is the Central Bond Issuing 
Institute and lends the proceeds of its bond issues to district 
associations affiliated to it, upon the assignment of mortgages 
which they receive from their own borrowers.^ In an analogous 

manner the Swedish Town Mortgage Institution centralises the 


J It Cohen, ThtMoHgageBanJc.v. 

Strickiwfl, Studiee .•« European Co-operation, Vol. D, p- 
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bond issues for its affiliated urban credit associations and grants 
mortgage credits to them. 

Our argument for a Central Bond Issuing Institute is fur- 
ther reinforced by recent developments in the history of mortgage 
banking. The advantages of a central national issue have be- 
come increasingly .patent ; and the post-war years have witnessed 
a remarkable development of -the centralised mortgage bond. In 
every country there is noticeable an unmistakable tendency to- 
wards the creation of Central Bond Issuing agencies. The type 
based on Swedish experience is coming more and more into 
favour. An important instance is furnished by the Deutsche 
Kreditanstalt founded in 1926 on lines closely similar to those of 
the Swedish Mortgage Bank. It is a Central Agency for issuing 
bonds, the proceeds of the bond issues being lent to agricultural 
and co-operative associations.^ 

The growth of the concentration movement among mortgage 
banks illustrates the same tendency towards centralisation. 
The rec ent history of mortgage institutes in Gerj nany, for ins- 
tance, i s^ dotted w ith fusions and amalgamations. The formation 
of PreussischeCentralbordch iind~I?fiintll5nefbank is a remarkable 
instance of this movement. Eight of the oldest mortgage banks 
in Germany also combined in the post-war years to form the 
Gemeinschaftsgruppe-Deutscher Hypotheken-banken to last at 
least 40 years.® « 

The advantages of a Central Institute in the sphere of 
agricultural credit have been considered to be so great and 
numerous that it has even been proposed to start an Imperial 
Mortgage Bank for the whole of the British Empire." Such 
an institution with its headquarters in London might lend 
to the existing mortgage banks in the different parts of the 
British Empire which might be in difficulties to raise the 

^ 3- L. Cohen, The Mortgage Bank, pp. 191.90. 

* Ibid., p. 119. 

" TAe Stofitt, September 18, 1080, pp. 876-77. 
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necessary funds themselveB. The Imperial Bank mth much 
less effort and difficulty may obtain the requisite funds from 
the markets of the world by issuing bonds on the basis of 
the mortgaged properties in different countries of the Empire. 
The security and marketability of these bonds will be un- 
questioned. In the same w'ay the question ’of -setting up an 
International Mortgage Bank, standing in the same relation to 
the mortgage banks of the world as the Swedish Institution does 
to its affiliated associations, has been frequently canvassed in 
recent years. It has even engaged the attention of the League 
of Nations and has been actively studied, since January, 1931, by 
its Financial Committee and a special Delegation of this Commit- 
tee. A concrete proposal for forming an International Agri- 
cultural Credit Company was drawn up by this body. It was 
considered in Geneva, in April and May, 1931, by a Sub-Commit- 
tee of the Committe of Enquiry for European Union and was 
approved by the latter and also by the Council which appointed 
an Organisation Committee to take all necessary steps for its 
organisation.’ 

International Institutes for feeding the mortgage banks of 
several countries, though not of the whole world, have already 
been formed or are in the course of formation. Tbelnstitut 
Central pour Frets Hypothecaires was founded with a registered 
capital of 10 million florins in Amsterdam in 1930 “by a body of 
leading bankers of different countries. Similarly the Inter- 
nationale Bodenkreditbank was established at Basle with 
German, Swiss and Swedish capital, with an idea of issuing 
bonds to the public and purchasing with the proceeds the bonds 
of mortgage banks,” 

The foregoing discussion has clearly revealed the recent ten- 
dency among mortgage institutes to establish Central Institutes 
and has amply demonstrated the advantages of the system of 


1 Agricultural Crifii, Vol. 1, 1931 (League of Natione), p. 71. 
> J. L. CahcD, The Mortgage 
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having a Central Bond Issuing Institute in preference to 
decentralised provincial bodies. In the circumstances it is 
only logical that India should not take a retrograde step by esta- 
blishing separate provincial institutions as the Central Banking 
Enquiry Committee recommended but should keep herself abreast 
of the times -and, profiting, by the experience of other countries, 
should form her future Industrial Mortgage Bank on lines parallel 
to recent world movements. The Government of the United 
Provinces have recently founded an “Industrial Credit Bank ’’ 
for financing the industries of the provinces on the lines of the 
recommendations of the Industrial Finance Committee. An 
Industrial Credit Syndicate has also been established in Bengal 
under Government auspices for extending credit facilities to 
small industries. The organisations are conceived entirely on 
provincial lines and in the light of the preceding discussion can 
never be supported. In these days of planning, such piecemeal 
efforts on the paft of Provincial Governments can hardly be 
approved. In order to reap the full benefits of a Specialist 
Institution and to ensure its successful working, it should be 
formed under the auspices of the Central Government, as we have 
suggested. 

Amount and Mode of Subscription of Capital ; 

The question of the a mount and mode of subscription of t he 
capital of the proposed All-India Mortgage Bank should next 
engage our attention. As regards the amount, it must be 
emphasised that it should be such as would give the Ban k a 
de finite status both at home and abr oad. As Mr. JManu Subedar 
has observed, the psychological factors of hopefulness and 
confidence among the public and business community, which are 
necessary for the proper functioning of such an Institution, must 
have to be created.^ Wherever such Institutions have been 
formed, a fairly lalge initial share capital has been provided for, 

* Report of the lodieo Centrol Basking Engnity Committee, Vol. I, Port IT (Minority 
Report), p. 844. 
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and there have general!}' been stipulations for a further increase 
of capital, if necessary. An adequate policy of distribution of 
risks is partly dependent on the size of the Institute. Agricul- 
tural Mortgage Institutes in Europe and America have, therefore, 
been, as a rule, more or less large-scale undertakings. In the 
sphere of industrial credit also, the Finnish, the IJuugarian and 
the Saxon Mortgage Institutes have’ been started with a -fairly 
large share capital. In the case of India the existing demand 
for long-term industrial finance is considerable. The industrial 
development of the country has also immense possibilities. 
Extension and reorganisation are urgently called for in most of 
her major industries. The potential needs of long-dated industrial 
capital must, therefore, be very great in the near’future. All these 
factors have to he taken into careful consideration in determining 
the size of the Bank's capital. V arious estimates of this — size 
have been made, A well-known Indian banker estimated that 
the'lapital should be SO lakhs to start with, and it may be 
gradually increased, if necessary. ’ A university professor’s 
estimate was one crore, to be increased later on as the Institution 
should show signs of stability and success. ** Mr. Manu Subedar 
in his Minority Eeport put it at 5 crores,® and a Chamber of 
Commerce proposed two to three crores.® The various Provincial 
Banking Committees which suggested the establishment of 
provincial industrial banks made different estimates of the initial 
share capital required by such institutes. The proposal of the 
Bombay Committee, for instance, was an authorised capital of 

5 crores and a paid-up capital of 1 crore. 

•Riif nil tbifi is mere guess work. It would be advisable to 

conduct as ^v of the industrial conditions of the com gtrj^re 
any d^ S^TTi^ade as regards the size]of the AmajaA s 


lEviaenM (written) of Mr. (leter Sirl S. N. PoetkbeP.wella-Ind.en Cenirel Banking 

Enqniry Committee, Vol. II. p. <2. 

> Indian Central Bonking Enquiry Committee, Vol, D. 

• I6a.,Vol.I, Port n, p.SM. 

e RiiUf'tlelndtan Central Banking Enquiry Committee. Vol. 1. Part I. p. 288. 
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ca pital. The survey should be madfl — aa Mr. Ualini B ani an 
B arker, at present Minister of F inaiice. ..Bp.nffl.l-iuig pftsted in 
a valuable note of dissent to the Central Banking Enq uiry 
C ommittee’s Beport — ^by an expert body and should be 
s ufficiently comprehensive so as to cover not only the im me- 
di ate possibilities- acd scope of new inibuitEies-jg liicb p.an be 
start ed but also the extent to which existing industries m av 
profitably be expanded and reorgaD iBed.J[nll-aGCQuntJ3ein^ taken 
of mo dernisation, extensions and replacements of plant and 
machine ry. ^ It would be difficult to offer any estimate as to the 
size of the necessary share capital without this industrial survey. 
The nominal capital should be kept fairly high. The whole of 
the nominal capital need not be issued at once. A fairly good 
amount may be opened for subscription in the beginning and 
bonds may also be issued against industrial mortgages to the 
extent as recommended hereinafter. Further shares and bonds 
may be issued as and when required. 

The capital of the All-India Bank should be contributed 
partly by the Central Government and partly by the various 
Provincial Institutions. The organisation scheme of the Provin- 
cial Banks will be as follows : — 

The capital of a Provincial Institute will be divided into 
two classes — “A” and “B” stock. 75% of the shares will 
belong to Class' “ A ” and 25% to Class “B.” The former will 
be held partly by the Provincial Government, partly by the 
public and partly by the banks and other institutional investors. 
The “ B ” series of shares must be subscribed by the would-be 
borrowers of the Banks, industrial enterprises, whether private, 
jointstock or co-operative, to an amount equal to a fixed 
percentage, say 5%, of their borrowings. When the industrial 
borrower will have paid his loan and cease to be a borrower any 
longer, he will be at liberty to sell his share to a prospective 


1 Ditoistimf loUh Foreign Experts— Indian Central Banking Enqoiiy Committee, 
Vol. IV, p. 884. 
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borrower or to transfer it to Series “ A ” shares which may, then, 
be sold to anybody. Series “B” shares should be made not 
transferable except to another industrial borrower or an individual 
eligible to become a borrower and tben only with the approval 
of the directors of the Provincial Institution. But each holder of 
the Series “B" shares must, within two years after he has 
ceased to be a borrower, exchange his share at its fair bookyalue, 
not exceeding par, as determined by the Institute, for a Series 
“A ’’share. By this provision, it will be possible to maintain 
permanent relations with the borrowers and to firmly establish 
the co-operative principle of joint liability. It is also to be 
expected that the Government Stock will be gradually retired as 
private investors subscribe for Series A ”> shares, and Series 
"A” shares are substituted for Series “B” shares, when a 
borrower has paid his loan. The participation of borrowers in 
the share capital of the lending Institute has been an interest- 
ing feature of several organisations dealing in mortgage 
credit in recent years. The Industrial Mortgage Bank of 
Finland, Ltd., is an important case in point.’ In the United 
States, in a different sphere of mortgage credit, the same 
provision requiring the borrower to subscribe to a certain 
fixed portion of the share capital of the credit granting 
body has recently been made. According to the American 
Agricultural Credit Legislation of 1933, viz., the Emergency 
• Farm Mortgage Credit of May 12, 1933, and the Farm 
Credit Act of June 16, 1933, borrowers of a Productive Credit 
Association must subscribe to its Class “ B " stock and the 

borrowing Associations must subscribe for stock m the Centra 

or Regional Co-operative Banks, in amounts equal to 5 ^ of 
their total borrowings.’ 


. Report 0/ tbo maurtrio. Mortgage Baob of Fin, Ltd.. 19«. Aho Letter to tbe 

writer from tbe Maflaging Director of the Ba*. „ m 80.81 
I JouwalofPoUmiBc<momy.^o\. XLH, Febraary. im pp. sm. 
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Collective Liability : 

The joint and several liability of the borrowers is a common 
feature of mortgage banks organised as mutual associations. In 
the case of agricultural credit co-operative associations, issuing 
mortgage bonds in their early stage, each member was held 
liable to the total* value of its assets for the debts of the associa- 
tion.' The debtor associations of the Swedish General Mort- 
gage Bank are liable to an unlimited extent for the debts of the 
Central Bank in proportion to the amounts respectively borrowed 
by them. The borrowers of the associations themselves in turn 
are jointly and severally liable without limit for the obligations 
of their respective associations in proportion to the debts owed 
by them.^ ' 

At the present times, the liability of the borrower is limited 
as a rule to the amount of hi.s own loan or to that part of it 
still outstanding or even to his share in the capital. As an 
instance of the casfe where the liability is related to the holdings 
in the share capital, mention may be made of the Belgian local 
banks which affiliate with Central Banks by subscribing one 
share at least, involving a liability limited to at least ten times 
the amount of the share.- In the Eentenbank Kreditanstalt of 
Germany, the agricultural debtor organizations are individually 
liable for the unamortised principal of the loan. The Municipal 
Mortgage Banfi' of Finland has laid down that the members will 
be jointly liable up to the amount of the difference of the loan 
outstanding and the value of the mortgaged property. In the 
Provincial Mortgage Bank of Saxony, which deals in industrial 
mortgage loans like the proposed Indian organization, the 
borrowers, it will be recalled, are jointly and severally liable up to 
10 % of the loan granted.® A great deal of the security of 
the bonds issued by a mortgage institute which is a mutual asso- 
ciation of borrowers depends on the collective liability, limited or 

^ Herrick and O. Ingalls, Sural Credits, p. 183, p. 21B. 

* 15W., p. 386. 

3 Statutes relating to the establishment of the Sason hlortgsge Bank, Sec. 9. 
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unlimited, of members. Combining Swedish with recent Saxon 
experience, we would suggest that the Provincial Institutes in 
India should be jointly and severally liable for all debts of the 
Central Banks up to 10 % of the loans granted. The borrowers 
of the Provincial Banks, the mortgagors themselves, should in 
their own turn be jointly and severally liable -up to 10% of the 
loans granted by their Provincial Institutei The bonds of the 
All-India Institute will virtually attain bed-rock security, as they 
will have not only the mortgages as cover but also the joint 
liability of the Provincial Banks and their industrial cus- 
tomers. 


Proportion of Bonds to Share Capital : 

As already stated, the Industrial Mortgage Bank of India 
will issue bonds against the securities of the mortgages banded 
over to it by the several Provincial Institutions. Besides the 
paid-up share capital, the main source of funds for its operation 
will come from the proceeds of its bond issues. An important 
question which must be settled at this stage is what proportion the 
bonds issued by the Bank will bear to its capital and reserves. 
The sums obtained by a mortgage bank by issuing its bonds are 
analogous to the deposits received by commercial banks. But 
while the funds of the commercial banks are essentially short- 
term, those of the mortgage banks are not -» so and may, 
therefore, be appropriately used for granting long-term loans, 
running for several years. Convention or law has laid down that 
commercial banks should maintain certain reserves to their 
liabilities. In the same way convention or law has stipulated tha 
an equilibrium should be maintained between the bonds in circu- 
lation and the outstanding loans. Generally, the face vaue 

of the bonds in circulation should never exceed the total amount 

of the outstanding loans, and in addition to this the extrme 
limit of bond issues is fixed at a certain ; number of toes 
the paid-up capital or the paid-up capital phs reserves, 
the Lai volume of bonds in circulation always beanng 
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a 6x6^ proportion to the latter. In some cases, instead of 
stipulating for a fixed ratio between outstanding bonds and 
owned capital, the maximum bond issue is limited to a cer- 
tain figure. The underlying idea in laying dowm such provisions 
is the prevention of excessive i.ssue of bonds and the guarantee 
of the security, of .the bondholder. Mortgage banks whether agri- 
cultural, industrial, or’ urb’nn, have almost invariably provided 
for some limitations to the issue of bonds. A study of a represen- 
tative list of 22 agricultural mortgage banks in Germany shows 
that the bonds vary between 17 times the capital and reserves to 
7*6 times, the average being 12 times.’ The recently established 
Rentenbank Kreditanstalt, already referred to, has limited bond 
issues to six time's.the paid-up capital, which may be increased to 
eight times by special consent of the Rcichsrat. In the case of 
agricultural mortgage banks generally tlie ratio has varied from 
eight to twenty-five times the paid-up capital.^ In the field of 
urban and industrial credit, however, the limit is more conser- 
vative. The Industrial Mortgage Bank of Finland Ltd., ha.« 
adopted the limit of ten times the capital and reserves.® 

The Swedish Institute, recently devised to furnisli middle- and 
long-term credits to industry, is to have the right of issuing bonds 
up to four times the capital guarantee and the rc-serve fund to be 
formed hereafter. ^ The Industrial Mortgage Bank of Saxony 
has limited its bond issues to 75 million EM. ' and the Spanish 
Banco Credito Industrial to 150 million pesetas.^' In the case 
of institutions issuing bonds or debentures, not necessarily 
mortgage banking institutions, the general rule is also to adopt 
some kind of limitations of bond issues. Tlie British Invest- 
ment Trusts have generally provisions putting some limit to 

* J. h. Cohon, The ilorigage Bank, p. Wl. 

* M- T. Heriick, Bitral Credits, p. 221. 

® Loiter to the writer froni tho Monogiog Director of the Bank, dited Slh Korcia. 
her, 1934. , 

^ The Economist, Banking Supplement, May 12, 1931, p. 1-1. 

S Ohaptcr X, tvpra. 

* The Banker, Jnno, 1983, p. ICO. 
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their bond issues. The average of 50 of the leading British 
Trusts shows bonds to the extent of 39-26% of the total capital- 

isation or a ratio to total stocks outstanding of two to three. ^ 
The American Edge Law permits a company established under its 
provisions to issue debentures up to 10 times the aggregate 
capital and surplus of the issuing^ company. There are, no 
doubt, some cases where the only limitations are those of 
the bond issues being equal to the mortgages granted. 
The National Hungarian Eanners Mortgage Institute operates 
under such a provision. But the additional rule fixing the 
extreme limit of bond issues is desirable to enhance the security 
of the bondholder. The recent trend is in favour of putting such 
a limit as maj' be observed from the case of ..the Finnish Indus- 
trial Mortgage Bank, which had originally provided that bond 
issues should be simply limited to mortgages granted, ® 

It is abundantly clear from the preceding discussion that 
some limitation should be placed on the amount of bond issues 
to be made by our proposed All-India Institute. The bonds 
should be made to bear some definite proportion to its share 
capital and reserve. It will tend to promote the security of the 
bonds and the confidence of the investors. It is surprising to 
find Mr. Manu Subedar advocating in his Minority iteport that 
any hard and fast proportion of bonds to paid-up share capital 
need not and should not be laid down. ‘ Another well-known 
Indian banker (Sir S. N. Pochkhana walla) also made the point 
before the Central Banking Enquiry Committee that it was un- 
necessary to have any limitation on the debenture capital in 
relation to share capital. ' All this is contrary to established 
theory and practice and cannot be accepted. 

In suggesting the fixation of a ratio of bonds to share capital 
in the case of the Indian Institute, it should be remembered that 

^ Lawreoee M. Speaker, The Imeetmeni Trust, p. 85. 

* ISM., p. 78. 

’ See. 8, Articles ot AsEociation. 

* Report of the IndisD Central Banking Enqnitr Committee, Vol. I, Pert II, p. 846, 

' Indian Contrel Banking Enqnir; Committee, Vol. H, p. 47. 
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the greater the proportion of bonds to capital and reserves, the 
smaller is the element of safety. Hence where the risk of in- 
vestment is the greater, the relation of bonds issued to capital 
and reserves should be lower. Industrial Mortgage Banks cover 
their loans partly by mobile assets and hence must have the 
relation of bonds issued to capital lower than purely land mort- 
gage banks which advance against real estate. But at the same 
time it would not be advisable to fiK the ratio at too low a figure, 
not only because it is not necessary but also because it will 
hinder the proper functioning of the banks for lack of funds. 
The Foreign Experts,” w'ho assisted the deliberations of the 
Indian Central Banking Enquiry Committee, recommended the 
ratio of 2:1. Drl Jeidels in the course of the discussions opined 
that it might just as well be 3 :1, if the capital were not less than 
one crore ; but the ratio under no circumstances should be 
higher. ^ The Central Banking Enquiry Committee was entirely 
guided by the opinions of Dr. Jeidcls in the matter and recom- 
mended the adoption of the ratio of 2:1.* 

The restriction of bonds to share capital as recommended gby 
the Experts and the Central Banking Enquiry Committee appears 
to us to be unnecessarily conservative and severe. We are 
inclined to think that a higher proportion would not only be 
sound and adequate but even necessary, so that it might not fall 
short of the reaoonable requirements and might not injure the 
revenue earning position of the Bank by not providing the neces- 
sary turn over on which expenses could be spread out. In Mr. 
N. E. Barker’s note of dissent, already referred to, it has been 
suggested that the limit of 5 times the amount of the share 
capital may be adopted. This is a fair and reasonable limit and 
may be accepted. We would only recommend that the reserves 
should also be taken into account ; that is, the bonds should be 


^ Discuuions tcHh Fofeign Na-pr r/^—lDSian Central Bankiog Enquiry C<iininillee, Vol. 
IV, p. 238. 

* Report of the Indian Central Bonking Enquiry Committee. Vol. I, Part i (Majority 
Heport], p 303. 
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liniited to 5 times the amount of share capital phis reserves! 
The ratio may be increased later on, if necessary, up to 10 times 
the amount of share capital and reserves hut should not go 
beyond that. 


State Participation of Share Gapital and State' Giiarantee of 

Bonds : 

We have proposed that State aid should be furnished to the 
Indian organisation in the shape of subscription to share capital. 
In the peculiar conditions of India we are inclined to believe 
that Government assistance, not only in the form of su bscript ion / 
to share capital but also in the form of a guarantee of the bonds 
of the Central Institute, will be necessary, 'rSeTnvesting public 
here are proverbially shy and nervous. In order to make the 
bonds attractive to them and to draw out from them the required 
capital, it is essential that Government should not only hold some 
shares but should, at least in the beginning, guarantee the bonds. 
•Rtt ph r>r. .Tpidpls admits that in the beginning J bejaIe-giH-t>e 
much easier with Government guarantee.’ When his attention 
w^ufficientlf "drawn to tbTpeculiar circumstances in India, 
he did not strongly object to a temporary guarantee. The 
guarantee will be necessary to attract investors not only 
from within the country but also from without^ it. We have 
already stressed the necessity for tapping the foreign capital 
market and the guarantee is sure to inspire confidmce 
in the foreign investors who may not otherwise come for- 
ward and open their purse-strings. It is satisfactory to note 
that the Central Banking Enquiry Committee recommended a 
guarantee of the interest on the bonds and further laid down 
that the guarantee should be limited to the first issue of bonds or 
to a certain period of currency of the bond issue. It may, 

o 

1XT.I U. MU. C..»l W.I 
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however, be urged that such limited guarantee has some 
drawbacks^ for the difficulty may arise that the public may be 
unwilling to take up subsequent issues when made without any 
guarantee at all. But it is expected that after a few years, when 
the public will correctly appreciate the nature of the organisation 
and be familiat with its working, the stimulus of a Government 
guarantee will not be required to induce them to invest. The 
same thing has happened in Japan and elsewhere. 

, In recommending this State participation of share capital 
and State guarantee of the bonds, we have been chiefly guided 
by the fact that State aid has been a predominant feature in 
almost all instapces where Specialist Institutions have been 
started either for* the financing of agriculture or of industry. 

^ There are numerous instances where the State has contributed 
wholly or partly the capital of agricultural mortgage banks or 
guaranteed their bonds. E ven in England the Agricult ural 
Mo rtgage Corporaltion received a Government subsidy and its 
deb entures were guarant eed by the British Government. It is 
the same story with the recently started Industrial Mortgage 
Banks in Europe. The entire capital of the Saxon and 80% 
of the capital of the Hungarian Institution have been contribut- 
ed by the respective Governments, while the bonds of the 
Einnish and the Saxon Banks and the “ bank debentures ” of 
the Polish National Economic Bank placed on foreign markets 
enjoy a Government guarantee.’ The debentures of the Japanese 
Industrial Bank issued abroad were also guaranteed by the 
Government in several instances. In the case of the Industrial 
Credit Company of Ireland established under the provisions of 
the Industrial Credit Act of 1933, the Irish Government have 
taken up all shares left unsuhscribed by the public as contem- 
plated by the Act. Of the first issue of igfiOO, 000 offered for 
public subscription^ in November, 1933, jfi492,064 had to be 
taken up by the Minister of Finance, the public having sub- 


* See Oh. X, tupra. 
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cribed only £1,9BQ. Of the second issue of £500,000 in July, 
1936, the public took up only ^175, the balance of £499,825 
being subscribed by the Government.’ 

It may be mentioned, in this connection, that State-aid has 
been furnished to the recently started "Industrial Credit Syndi- 
cate ” of Bengal in the form of a contribution to its administra- 
tive e.vpenses and of a partial guarantee oMosses of capital_ that 
may be incurred by it. Under the terras of an agreement with 
the Provincial Government, the latter have undertaken to pay 
to the Company (o) one-half of any losses of capital attributable 
to the first ten laklis of rupees lent by it, (b) one-half of any 
losses of capital attributable to any amount lent by it after and 
in addition to its first loins and (c) in respect ot..each of the first 
five finaucial years the amount properly expended by it in 
administrative expenses in each of the said years or Es. 20,000 
whichever be the less.-" The extension of State-aid in these 
forms is not calculated to ensure a sound and satisfactory working 
of the company ; for all incentive to good management will 
disappear under such conditions. 


Business of the bidustrial Mortgage Bank of India . 

As we have already suggested, the All-India Institute will 
confine itself to the issuance of mortgage bo nds and ^ ^not 
fu rnish loans "aTrect to the mflustriai euPgrg TThe mam 
business of the provincial institutes will be the provision of long- 
term amortisation loans to industries, jointstock, co-operative 
and in some instances even private. The loans, as is usual wi 
the post-war industrial mortgage banks in Europe, are to e 
toisted 0= tat mortgage, of ind«s».l re.1 eet. te, W, 
factory buildiDgs, hydro-electric mstaUations, me . , P , 

etc Oertam type, of property have been regardea a. mdmia- 
tseenrity for mortgage loana, and mortgage banka, m many 

, n.,.« 0. 0 —. .. 
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cases, have been specifically proliibilccl from lending against such 
security. Theatres, mines and quarries belong to this category 
and have been excluded from the business of several mortgage 
banks, such as the French Credit Foncicr, the Polish National 
Economic Bank and the National Mortgage Bank of the Argentine. 
Such properties arc incapable of returning money in a regular 
manner and do not conSlitufc proper bases for the issue of bonds. 
It will be unsound for an institution of the t 3 ’pe we are contem- 
plating to grant loans against such security. Alortgagcs of ships 
as basis for the issue of bonds will also be extremely insecure 
owing to changes and rapid decrease in value and the material 
difficulty in enforcing claims.’ Although ship mortgage iiiisinc.=;s 
was a favourite Png with the Industrial Bank of .Taiian and 
although ship mortage banks have recently been osMbli'hed in 
several European countries, we would like to debar » iir Indian 
Mortgage Bank from engaging in such business. 

The proportion which the amount of the loan will bear 
to the approved value of the industrial property offered for 
mortgage will have to be carefully determined. The law iclating 
to mortgage banks in every country ha*, generally speaking, laid 
down that the amount of the loan to he granted .<hoiiId never 
exceed a certain fi.xed percentage of the eni mated value of 
mortgaged properties. In the case of agricultural mortgage 
banks the percfiitage is very liberal and has varied from 40 to 
even 75%.* In the ease of the European industrial mortgage 
banks, the percentage is distinctly lower and more conservative, 
and has not exceeded 50% and in .“oine cases i.s even d0%. In 
fixing the percentage in the case of the Indian Bank, the 
practice prevalent in other countries should .serve as the guiding 
star. It should be stressed thai the agricultural mortgage 

* J. L. Cohen, The ilforJjaijc Hants, p. 105. 

* The NiitioLBl Mortyapo Bank of Orccrc, the Ruyal Sn'citiali Mortcage Bank, tlie 
Land Mortgage Bank (if WSrsaw, the HuDgnrian Land Mortgage Bank and the Agricultural 
Mortgage Bank of Coluinbin have the limit fixed at 60%. In Italy nn>l Belgium the limit 
ia 66 i % and in the Nclheilaud Inatitutiona it ia 76%. 
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banks make their loans entirely on real estate, while industrial 
mortgage banks partly on mobile assets, at least on assets not 
30 immobile as in the other case. The question of the relative 
security or insecurity of industrial morgage banks will engage 
our attention later on. But at the present moment their assets 
being more mobile, these may be considered to ))e subject 
to relatively more rapid depreciation,’;and ‘hence there should be a 
higher margin of safety here than in the case of agricultural 
mortgage institutes. The latter may with comparative safety 
lend up to G0% or even 75% of the estimated value of the 
mortgaged land, but such a policy will not probably be wise for 
the industrial mortgage banks. 

The amount of the loan should be restricted to a more 
conservative proportion of the appraised value of the 
industrial properly offered as security. But at the same time it 
must be considered that if the percentage fixed is too low, it will 
spell great inconvenience to the borrower who .will find it difiScult 
to satisfy bis requirements, and it will thus defeat the very 
purpose for which the Bank has been started. We are inclined 
to believe that consistent with safety to itself and convenience 
to the borrower, the amount of the loan made by the Indian 
Institute should not exceed 50% of the value of the land, 40% 
of the buildings, and 30% of the plant and machinery. If 
water power forms a portion of industrial property , loans may 
be made up to 30% of its estimated value as in the case of the 
National Economic Bank of Poland. To increase the security, 
the mortgage of additional properties may be demanded in any 
case. Such practice is not unknown with the industrial mortgage 

banks of Europe. 


Purpose of the MoHgage Loans : 

The loans granted by the Provincial Mortgage Institutes 
should be for extension, modernisation and replacements of plant 
and machinery. They should play an important part m the 
rationalisation of industry. Ke-organisation is urgently called 
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for in a large number of Indian industries and our Bank slioulc 
earnestly devote itself to the financing of the re-organisatior 
schemes. The Japanese Industrial Bank has filled an importan 
role in the rationalisation of Japanese industries in recent years. 
Although the Indian Central Institute will not lend direct to the 
industrial concerns, it will exercise a general supervision ovei 
the loan operations of the provincial insiitute.s and whcnevei 
rationalisation is called for, it woiihl see that primary altentior 
is given to the financing of .schemes of rationali.cation. 

As regards the provi.sion ol initial finance to industry, in 
all discussions relating to the c.slahlishinent of a specialist insti- 
tution for finan''ing industries in India, it has lieen urged that the 
institution should* have statutory power not only to furnish lotig- 
term loans but also to take np and underwrite industrial share.s and 
debeuture.s. The majority of the witnesses who appeared before 
the Central Banking- Enquiry Committee suggested that the 
future Industrial B.;nk of India should provide a part at least of 
the initial block capital of indiisirics. The Majority Beport 
preferred not to di.scuss in detail the specific hii.sinc.ss to be under- 
taken by the Industrial Corpir.iiio.is racoinmen.led therein. Mr. 
Manu Subedar in his Minority Report aiivoc.iteil tii.it the All- 
India Bank should take up prcferoiilial cipilil of new concerns 
up to one-third of the annunt suhscrihe.l by the public as well as 
debentures.^ Mr. N. R. Sirkir in his minute of dissent also 
laid down that one of the most important functions of the 
Indian Institute should consist in underwriting and sub.scribing 
shares of industrial companies.* 

In all the.se schemes the issue ami underwriting business 
has been combined with that of making long-term loans. The 
example of the Japane-sc Industrial Bank and its forerunner the 
French Credit Mobilier must have exercised a great deal of 

' Indian Central llaii1;inR Enrjiiirv Committee, Vol. I, Part II I'linorily llepari)i 
p. 817. 

* Ibid., Vol. I, Part I, p. Ml. 
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influence. But if the Institute, as we have contemplated it, is 
to furnish long-term mortgage loans, it will not be desirable to 

mix it up with issue or underwriting business. Nowhere, to our 
knowledge, has a mortgage bank done so. We have made a 
careful enquiry into the working of the recently established 
Industrial Mortgage Banks of Europe and we liave been informed 
by their autliorities that they do not make it their business to 
provide initial capital to industrial concerns by subscribing to 
their shares The National Economic Bank of Poland, which 
is, however, an omnibus institution dealing in all kinds of 
mortgage and other credits, used to provide initial block capital 
to joint-stock companies in this manner ; but by an order of 
the President of the Republic, dated the 3rd ■ December, 1930, 
Art. 11, of its Charter which gave it the right of industrial 
participation was cancelled.^ The Industrial Bank of Japan 
does indeed combine investment trust business with that of 
industrial mortgage but we have already stj-essed the undesir- 
ability of such practice and have indicated it as one of the main 
reasons for rejecting the Japanese model for India. 

If the proposed Indian Institution were to engage in under- 
writing and holding business, it would be involved in serious risks 
and heavy responsibilities. The question assumes a particular 
importance as the State participates in the share capital of the 
Company ; for the State in turn will be involved m the same risks 
and responsibilities. This constitutes a sufficient ground for 
questioning the propriety of such an Institution taking up under- 
writing and investment trust business. As the recent Irish 
Banking Commission have observed, “ If it were desired that 
the State should participate in any large degree in individual enter- 
prises, it would clearly be preferable that the enterprises should 
be openly and definitely chosen for this purpose under suitable 
statutory powers and safeguards rather than they should be 

• 

1 Bepoit of tha Board of Directors, NstionsI Economic Bank for the year 1930 (Wnrasw), 
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determined in a disguised and accidental fashion through the 
medium of such a Company.”^ Besides entailing direct accept- 
ance hy the State of speculative interests in industry, the holding 
business would tend to create a position of difficulty with respect 
to the Stock Exchange. As one of the largest shareholders 
in many cases, ^the Institute would attain a position of 
undesirable predominance in -/regard to the market in shares. 
The in} mobilisation by the Institute of a substantial block may 
even conflict with the interests of the industrial concern. 

It is interesting to note that the above considerations 
weighed so strongly with the Irish Banking Commission (1938) 
that they recommended in the case of the Industrial Credit 
Company of Ireland, which combines issue and underwriting 
business with that of long-term loans, the restriction of the 
former type of business and the development of the latter.® 

It may, however, be argued that if the proposed Indian 
organisation does qot furnish initial block capital, it will but 
touch only a fringe of the problem. But it may be suggested 
that when the industrial company has raised a certain portion, 
say 50%, of its share capital, it may invest it in land, buildings 
or machinery which in turn may be offered as the basis of a 
loan from the industrial mortgage bank. The subscription or 
underwriting of industrial shares should never be the business of 
a mortgage bank;. 

Duration of Industrial Mortgage Loans : 

The loans granted by the Provincial Institutes should be 
long and medium term. In the case of agricultural mortgage 
banks, a real estate loan runs from 10 to even 75 years. Evi- 
dently industrial mortgage loans cannot run for 60 or 60 years. 


^ Report of tbe Comiyission of Enquiry into Currency, Bonking and Credit, Ireland . 


1938, p. 274. 

® Ibid., p. 276. 
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Industrial property, as already pointed out, is subject to more 
rapid changes in value, and plant and machinery depreciate 
quickly. Under the circumstances, the industrial mortgage 
banks have nowhere adopted the practice of their confrires, 
the agricultural institutes. The Banco Credito Industrial 
of Spain appears to be the only institution, dealing in long- 
term loans to industry which wa4‘ authorised to advance for 
50 years.’ But this is not at all a sound practice for an- insti- 
tution of such a type. While on the one hand the period for 
which the loans will be granted should not be fixed so long, on 
the other hand, it should not also be too short to be termed 
reasonably long-term. The mortgage loans of tlie Japanese 
Industrial Bank to industry in general do not Vun for periods of 
more than live years. Dr. J. 0. Siahu, following the Japanes e 
Ban k, suggested in an article in the Modern Review that th e 
lo ng-term loans of the future Indian Institution should n ot 
b e for a longer period than five years.° But five-year loa ns 
can never he considered to be reasonably long-term and if 
th cliroTioscd TiidiairTnTtitutton were coniinedTo the~^antiD g 
of such loan T" the problem of long-term industrial finance~wil l 
nev er be soIuhI in India and the whole set-up will be of lit tle 
practical value. Mr. Mann Subedar suggested a period of 10 
yMrs but even this is not long enough. Tlie practice with all 
specialist institutions, designed in recent years for long-term 
financing of industry, has invariably been to grant loans for 
periods much longer than five or even ten years. Twenty or 
twcnlv-five years have been the usual period for long-term mortgage 
loans ’ to imlu.^try, as may be observed from the instances of the 
Finnish and the Hungarian Industrial Mortgage Institutes. In 
the case of the National Economic Bank of Poland, the maximum 
period of redemption of industrial loans was original y fixed at 
181 years but it was extended to 20 years by a law of 20th 


> The Banter, Juno, 19M, p. ICfl. 
j ij'jic Moiern Jletiete, Jmiuoij , I9M, p. CO. 
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December, 1932. ‘ The “ Credit for Industry Ltd.," which 
has recently been e.'^tablished in England for financing small 
and mediutfi sized industries, is granting loans for periods 
ranging from two to twenty years.® The recent Report of the 
Irish Commission of Enquiry into Banking, Currency and 
Credit . recommends- .twenty jears as the maximum period for 
which- loans may be* sanctioned by the Industrial Credit 
Company.® The long-term industrial loans of the proposed 
Swedish Institute will be over 10 years and the medium term 
ones W'ill run from 1 to 10 years.^ Our Provincial Institu- 
tions, under the circumstances, may very well advance for 
periods of at least 15 years and even 20 years. The 20-y ear 
pe nod should not* be exceeded. Industrial property, plant and 
ma chinery depreciate nrettv rapidly and a longer period m ay 
w ipe aivay a considerable portion of the value of the se curity 
offered. The middle-term credit may run from tw’o to ten y ears. 

The long-term advances of the Institutes should have 
provision for amortisation. Of the schemes that have hitherto 
been formulated for an Indian Industrial Bank, there does not 
appear to be one which provides for amortisation. The system 
of amortisation is extremely needful and beneficial to all borrow- 
ers of long periods. It eases their burden and enables them 
to pay off the loan gradually by the slow returns of business. 
It has been a]Jtly observed, " Without it every real estate credit 
system is an incomplete and fragile scaffold, deceiving the public 
and endangering the \velfare of any nation."’ There are two 
principal methods by which an amortisation loan may be 
extinguished, those of the German Landschafts and the French 
Credit Foncier. Under the latter system, the annuity, deter- 


^ Sec Chapter X, supra. 

’ The Times, Trade and Engmeering Supplnnenl, Banking Section, June SO, 1334, p. 8. 

^ Report of the Commission of E.oquiiy into Bunk-ing, Currcocy and Credit, Ireland, 
1938, p. 376. 

< The Economist Banking Supplement May IS, 1931, p. S4. 

* Boyer, Quoted by Herrick, Bural Credits, p, 22. 
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mined by tbe length of credit and the agreed rate of interest, 
remains the same during the entire period of the loan and 
is usually paid in semi-annual instalments. This is the system 
that has generally been adopted by the industrial mortgage 
banks and in the case of India, the loans granted by the 
Provincial Institutes may also be rnade repayable in. annuities 
in semi-annual instalments. These annuities will be made up 
of interest, amortisation aud cost of administration. ■ An 
additional payment may also be demanded in the form of risk 
amounting to, say -}%, as in the case of the Provincial Mortgage 
Bank of Saxony.* 

Deposits and Short-Term Loans : 

Mortgage banks, as a rule, ai-e prohibited from encroaching 
on the territory of commercial banks. On the one hand, they 
cannot receive deposits and on the other, ibe^ must not grant 
credits except on mortgage. The question of receiving deposits 
and of the provision of short-term funds for industry has been 
frequently raised in connection with the function of the proposed 
Indian Institute and it also came up before the Central Banking 
Enquiry Committee. A prominent Indian banker told the Central 
Banking Enquiry Committee that the Industrial Corporation 
might receive deposits for periods of not less than three yearsj 
The Committee itself also favoured the idea of taking long-term 
deposits by the Provincial Industrial Corporations propo-^cd by 
them.^ But we are inclined to believe that it will not be a legiti- 
mate function of industrial mortgage banks to invite and accept 
deposits whether long- or short-term. It would not only be a 
competition with existing joint-stock banks but it would also be 
outside its proper sphere. The cases where mortgage institutes 


’ Bee Chapter X.iupro. „ , tt 4 q 

J Indian Central Banking Enquiry Committee, ^ ol. II. p. 4 . 
5 Ibid., Vol. I, Part I (Majorily Report), p. S02. 

S2--12-23B 
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have been permilted to receive deposits are very few and even 
there the amount has been limited. The Industrial Mortgage 
B.mk of Finland, so we have been informed by its authorities, 
does not receive any deposits at all.^ 

As regards the question of granting short-term loans, there 
are two aspects' from ’which it- may be viewed. First, mortgage 
institutes have frequently 'funds not required for immediate 
investment. These funds, it is suggested, may be permitted 
to be utilized for short-term loans. And secondly, industrial 
enterprises which liave mortgaged their real estate to them are 
likely to find it difficult to raise their working capital from the 
ordinary chamiels. Under the circumstances, it may, perhaps, 
be necessary for the* fndustrial Mortgage Bank to furnish working 
capital to industry. 

It is undoubtedly desirable that the two functions of making 
long- and sliort-terra loans .should be segregated and vested 
in entirely different institutions. In a few cases mortgage banks 
have, no doubt, been known to cultivate the business of short- 
term loans with some restrictions. The two .striking e.xamples 
in this respset are thi Municipil Mortgage Bank of Finland 
and the Credit Foucier of France. But generally speaking, 
neither the agricultural mortgage institutes nor the recently 
established industrial mortgage hanks in Europe m ike it their 
business to advance short-term funds or working capital. The 
Managing Director of the Industrial Mortgage Bank of Finland 
informs us that the Institute does not engage in ordinary banking 
business nor does it furnish working capital to industry. 

The free funds of tlie mortgage institute are sometimes 
permitted to be invested temporarily in certain listed bills and 
securities or utilized in purchasing their own bonds and even 
making loans on certain specified .securities. The Industrial 


^ Letter to tbo writer from tlje Menesinp Direclor, Tliclnfliislrinl Morlgeg^’ I3enfc of 
Finlepd, dated 6t]i November, 
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Mortgage Institute of Hungary is a case in point.^ Wliile we 
cannot advocate with i\Ir. Manu Subedar that .-the Industrial 
Bank of India will advance short-term loans to industry, 
we would suggest that the free funds of the Institute may 
be invested temporarily in the same way as those of the 
Hungarian Bank. The working capital of industry should be 
obtained partly from paid-up share capital and partly from the 
commercial banks. As regards the question that industrial con- 
cerns which have mortgaged their real assets to the mortgage 
institute may find it diflScult to raise their working capital from 
the ordinary banks, it may be interesting to point out that no 
such difficulty has been experienced by the Finnish industries 
which have offered their fixed assets as security to the Finnish 
Mortgage Bank.* 

licstriciions on the business of the Mortgage Institute: 

What would be the field of operation of l^be proposed Indian 
Institute ? Will its sphere be limited to non-competitive lines of 
industry ? Will it avoid small industries ? These are questions 
which should now engage our attention. 

nr nn.1 ” ForpioT) experts ” following h im 

we re definitely of the opinion that the business of the India n 
Industrial Corpora tiou should be restricted to iion-competit iYe 
lit ies of industr y. An Industrial Corporation, fingncially assisted 
by Government, writes Dr. Jeidels in his memorandum, must 
not enter competitive fields of industry but should be restricted 
to “ the field of pioneer enterprise of non-competitive character, 
the opening up of mineral resources and large public utilities, 
principally electrical power schemes.” ® It would be restricted to 
such fields not only because they are non-competitive or almost 
so but also because “ in order to establish the reputation of such 



1 Articles or ABSociation, para. 61. 'ibe National Hungarian Industrial Mortgage 
Inetitatfl, Ltd., l'J29. 

* Latter to the writer from ilie Manajiin.; Director, op. cil. 

3 Report of the Indian Central Banking Enquiry Committee, Vol. 1, Part I, p. 689, 
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Industrial Corporation, one ought to start with something assured 
of success, avoiding the risk which naturally lies in such ventures 
/i as glass, pottery, electric goods and chemicals, etc.’’ ’ In discuss- 
ing Mr. N. E. Barker’s note, Er. Jeidels and the other experts 
made it quite plain that they viewed with alarm any suggestion 
that the industrial .bank should extend its operations to a large 
variety of industries.- 

IMie j^osition taken hv the foreign e x perts is quite unten able. 
It was also rejected by the Centml Banking Enqiiiry Commi ttee. 
The Industrial Mortgage Banks after the pattern of which we have 
suggested the formation of the Indian Bank have in every case 
been endowed with some form of State-aid, including State partici- 
. pation of share capital. J3ut nowhere has any attempt been 
made to restrict by Statute the operation of such banks to the 
class of business recommended by the “Experts.” A perusal of 
their annual reports makes it abundantly clear that they finance 
every kind and every branch of industry. Iron and metal, 
chemical, woolen, cotton, silk, printing and publishing, paper, 
food stuff, china, toy and brick iudustries are some of the most 
important assisted by the Hungarian Institute.’'’ 

The Saxon, the Finnish and even the Polish institutions 
have similarly financed a wide variety of industries." Ko limit 
has also been imposed on the character of the business to be eu- 
gaged in by the«more recent specialist institutions which have 
been or will soon be established under the auspices of the State. 
In Italy, although State-aided institutions have been started for 
granting long- and middle-term credits to public works and 
public utility undertakings, the Istituto Slobiliare Italiauo was 
also’created in 1931 to be entrusted with the financing of indus- 
trial concerns generally.® 

^ Diteussions iciOi Forcifftt Erperls, Indiiin Central Banking Enquiry Ooinmitlee, 
Vol. IV, p. 231 and p. 287. 

> Ibid., Vol. IV, pp.«n.42. 

^ Report of (be National Hungarian Jndnstnal mortgage Institute, Ltd., 1CS1. 

* See Chapter X, supra. 

t The Statist, July 16 and October 21, 1938, pp. 93 and 64S. 
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Any attempt to restrict the programme of the future Indus- 
trial' Mortgage Bank of India to public utility comp anies and 
non-competitive lines of industry will not only defeat the very 
purpose for which it has been created but will also be fraught 
with disastrous consequences in that proper diversification of 
risks will not be achieved. ^ ^ 

As regards the question of assistance to small industries the 
opinion of the “Foreign experts’’ was definitely against it. 
But we are inclind to think that our mortgage institute should 
cater for the long-term needs of all kinds of organised industries, 
large, medium and small. Such a policy will undoubtedly 
secure diversification not only according to nature of industry 
but also according to size. The practice of the feaxon and Hun- 
garian Institutes tends to support onr views in this respect. 
The Industrial Bank of Japan has not also confined its assistance 
to large industries, as the “foreign experts’’ believed, but 

has liberally assisted small and medium-sized. industries as well 

in post-war years. There will be many practical difficulties in 
working a separate mstitution in India for financing small 
enterprises in addition to the set-up contemplated by us. The 
contention that the interests of the smaller enterprises will be 
neglected by an Institution of the type recommended may be 
disposed of by suggesting that the directors of the provincial 
institutes should include representatives of smaller industries 
who will look to their particular interests. The directors might . 
be of two types, Class A and Class B, the latter to include the 
representatives of the smaller industries. 


Accurate appraisal is a very important problem udth mort- 
gage banks. Everything depenas on the proper valuation nltte 
properly offered for mortgage and the margin rf saieft ^owe , 
eta » eonsBates the seenritj not only of the hondhold® hot 
also of the Bank itself. The Bank most be very stool m the 
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examination of tlie industrial property to be mortgaged. Differ- 
ent kinds of iudustrial property have to be valued in different 
ways; and separate appraisers may have to be employed for that 
purpose. Thus the Fiuuish Institution has employed different 
“assessors” for valuing buildings and machinery, for landed 
and forest property and for water-power. The appraisers should 
not only concentrate their :attcntlon on presc/it market values 
but should also take a broad view of the general prospects of the 
industry in future. 

The All-India Bank would require some machinery for exa- 
mining the mortgages offered but this need not be el.'iborate. It 
will rely to a great e.xtent upon the jiidgmeni of the borrowing 
banks which give Hieir additional pledge. It is the Provincial 
Institutes which have to employ a well-equipped staff of experts, 
statisticians, businessmen, lawyers, engineers, accountants and 
economists. The Directorate may be so selected as to include 
some experts. Thq staff of experts will sift out the desirable 
proposals from am mg the many applications for loans, will 
assess properly the various forms of industrial property offered as 
mortgage and will also make full enquiries concerning '* finance, 
production, sales and market capacity and personnel " of the 
businesses applying for loans. Industrial concerns having a fairly 
satisfactory trading record over a period of years, in a sound 
fin lucial po.sition and well managed at the time of application, 
should be primarily assisted. Every facility .should be given to 
those who have already succmled in building up business lo a 
certain point so that further progress may be made possible. 
The financing of newly establislied concerns should not be loo 
strictly prohibited. A uew industry should not be viewed with 
instinctive suspicion and turned down at once. Every jiroposi- 
tion should be judged on its own merits. 

Special Privileges and Safeguards : 

The Bank is to be siUTouiuled with special privileges and 
safeguard.^ as is usual with niorlgage institutes, whether agricul- 
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tural or industiial. The rights of such institutes have to be very 
carefully protected in the interests of the hondholdei’s. The 
bonds which are the main source out of which they derive their 
necessary funds have to he popularised among the investing 
public and extraordinary facilities have therefore to be accorded 
to the banks to collect their does. The process allowed for 
realising arrears of interest and annuity has to be particularly 
quick and effective. In all cases they have been endowed' with 
the right to take drastic proceedings against a delinquent 
borrower. On appeal the Courts must also give their decision 
swiftly and summarily, the records of the mortgage bank consti- 
tuting indisputable evidence. The bank has frequently the 
right to be appointed " sequestri curator of the mortgaged 
properties. The claims of the bank take precedence over all 
other claims. No third party can acquire any claim over the 
properties and assets mortgaged by the borrowing concern. The 
Indian Institute must have to be endowed witlJ similar rights and 
safeguards so that it may function well. In every case the 
buildings, machines, tools, implements, etc., which have been 
offered for mortgage must be insured against damage by fire, ; ^ 
earthquake or any other casualty with an insurance company 
approved of by the lending provincial bank. Audit and revalu- 
ation of assets must be permitted at any time. ^ As regards the 
right of the borrower to repay his loan before’ the appointed 
time, he may be permitted to do it but a stipulation should he 
made that a notice of repayment should be given and a redemp- 
tion fee should be paid as is demanded by the . English' Agricul- 
tural Mortgage Corporation. It must be remembered that the 
Bank will have its own liability for its bond issues and having 
regard to that it should not allow non-contractual payments to be 
readily made but it should fix a redemption fee sufficient to he 
commensurate with the cost of the funds it employs. 

Central Register of Industrial Mortgages ; 

The framing of a Central Register of Industrial Mortgages 
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as is to be found in Hungary is a condition precedent to the 
establishment of an Industrial Mortgage Bank for India. With- 
out such a register, it will not be possible for the Bank to know 
immediately whether it is advancing actually against a first 
mortgage. The e-xistence of prior mortgages, if not known, 
will detract-from the . value of the property and thus injure the 
interests of the Bank. It is ‘essential for the development of a 
proper-system of mortgage credit that safeguards should be intro- 
duced against the mortgaging of the same piece of property 
several times without disclosing the fact of prior mortgage to the 
later lenders. A great check to such abuses in the sphere of 
agricultural 'mortgage credit is furnished by the “grundbuch” 
of Germany. It is a real estate register, registering the property, 
relationship and the debt burden of every piece of land. It is 
open for inspection to all interested parties and embodies the 
principle of priority over all other rights entered subsequently, 
following Germany, most Central European countries have 
developed a complete machinery for registering mortgages in a 
“grundbuch,” A Central Register of Industrial Mortgages, 
embodying all the details of ownership, rights of third parties, 
etc., iti likely to be much more advantageous than the “ purge ” 
method of the “ Credit Fonder ” of France. According to this 
method, advertisements are made in papers inviting objections 
from possible creditors to a proposed loan on the mortgage of real 
estate. It is no doubt speedy and safe and at the same time dis- 
penses with the necessity of fresh legislation. But it exposes 
intending borrowers to a blaze of unwelcome publicity and is not 
therefore likely to be relished by them. The experience in India 
under the State-Aid to Industries Acts when objections to appli- 
cations of loans have similarly been invited by advertisement in 
newspapers and Government Gazettes has not at all been happy 
and does not warrant a repetition of the same system in 
the Mortgage Bank. All these considerations have impressed 
us in favour of instituting a Central Register in every pro- 
vince. 
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Relative Ivsccurity of Industrial Mortgage Banks : 

The extension of the principles of mortgage banking to the 
field of industrial credit has not been favourablj' received in some 
quarters , and the establishment of industrial mortgage banks 
which will grant long-term loans on mortgage of industrial real 
property, machinery, plant, factory, buijdin'gs’ etc.: 'has been 
viewed with consider, able misgivings. .Agricultural land is as 
good as permanent and seldom undergoes depreciation so quickly 
and so considerably as to wipe out the security. Industrial pro- 
perty however, is, subject to more rapid depreciation than agri- 
cultural real estate. Owing to changes in value and rapid depre- 
ciation, industrial plant and machinery which ate used as bases 
for the issue of industrial mortgage banks havd been considered 
to be very insecure. But it must be pointed out that agricultural 
property is subject to fluctuations and trade-cycles and depressions 
even much more than industrial property. In recent years the 
magnitude of fluctuations in agricultural rent and prices has been 
indeed enormous. The phenomenal rise during the Great War 
was quickly followed after 1920 by a catastrophic fall in the 
whole world of agriculture. An interesting feature of the recent 
world-wide economic crisis was that the fall of agdcultural prices 
was relatively greater than that of manufactured goods. Agricul- 
tural property in the recent depression has undergone a deprecia- 
tion of value much more serious than industrial. The collapse 
of agricultural prices has been so severe that there is a sinking 
tendency among several banks primarily designed for furnishing 
agricultural mortgage credit to invest increasingly in urban real 
estate. An ouHaiuling example is that of the French “ Credit- 
Fonder.” 

An industrial mortgage bank has one single advantage of 
considerable importance over agricultural and other mortgage 
banks in that it can distribute its risks of investment much better 
amongst widely different types of undertakings. Every kind and 
every size of industrial enterprise may be represented in its 

58.-12-23B 
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investments. Again, in tlie case of the industrial mortgage ins- 
titutes the duration of the loan and the period of amortisation are 
sufficiently shorter than the same with agricultural banks. The 
percentage of the estimated value of the property up to which a 
loan can be advanced is also fixed on a more conservative basis. 
Taking all these ‘thing!? into consideration, we are inclined to 
think that an Industrial Mortgage Bank is not much less secure 
than' an agricultural mortgage institution. The recent experiment 
with industrial mortgage banking that has been made in Saxony, 
Finland and Hungary has been attended with considerable suc- 
cess and clearly demonstrates that such a type of institution is 
not only safe but is also a financial mechanism of considerable 
utility. Losses on mortgage loans made by the banks in every 
case have been either nil or insignificant ; while the borrowing 
industrial enterprises have been highly benefited. 

There is a permanent need of this type of loan. Even in 
Europe where the'capital market is highly organized and capital 
is neither shy nor unavailable, industries of a certain size or of a 
certain type, though perfectly sound, have met with great difficul- 
ties in obtaining their necessary long-term finances. In much 
poorer countries as in India, where capital is proverbially shy 
and the market for it unorganized or non-existent, industrial 
undertakings liave to face yet greater difficulties in securing their 
capital and in a great many cases have to be kept back for want 
of it. Industrial mortgage banks are designed to satisfy this 
need which is always present in our economic society. 

From the point of view of the investor, the mortgage bond, 
it should be observed, is under normal conditions, one of the 
safest classes of securities. The legal supervision, the dual 
security, general and specific, and the fact that the investor 
has the first lien on assets and earnings have made it more 
secure than the industrial debenture and often more safe than the 
bonds of the average central or local Government. The prior 
rights of debenture-holders are not always easily realizable. 
There are many recent instances where industrial companies fall- 



FUTURE OF INDUSTRIAL FINANCE 


419 


iog on evil days have compelled them to give up their prior rights. 
As regards Government bonds. Government cannot be sued in 
law courts and in extreme cases may even repudiate. There is in 
India a large body of investors who consider safety first and will 
be content with a moderate return from an absolutely safe invest- 
ment. To them the bonds of the proposed industrial , mortgage 
bank should prove to he particularly attractive. In our scheme 
the security of the bonds is unquestioned and unchallengeable. 
There are no doubt some investors who would like some capital 
appreciation. Such investors generally believe th 't investment 
in bonds does not offer any opportunity for capital appreciation 
as that in shares. But this is really not the case. Owing to a 
mnifitiide of factors, political and economic, the Credit position of 
a bond may improve and its price may rise. To such investors, 
therefore, who desire some capital appreciation, the mortgage 
bonds should not also fail to appeal. We are firmly convinced 
that if the investing public could once be shown the advantages 
of investing in mortgage bonds, there would be no lack of inves- 
tors in India. Bonds could be issued in different denominations 
and having different dates of maturity to suit different classes of 
investors. To invest in the bonds of a well-known mortgage 
bank, the investor would not require any high standard of know- 
ledge ; he could do so himself with confidence. 

The establishment of a Specialist Institution^ for financing 
industries in India has been resisted by non-Indian opinion on 
the alleged ground that attempts at specialised industrial banking 
were made in the past and the experiment had definitely 
failed.^ A large number of institutions sprang up, no doubt, 
during the post-war years in every part of India, styling them- 
selves as “ Industrial Banks.” But as already pointed out, they 
could have no claim to that title. None of them were well- 
equipped, well-managed or conceived on truly scientific lines. 

> 

1 Letter froa. the Exchange Banka Asacciatloi.. Inaian Central Banking 

Enquiry Cownuttoe, VoL tli p. 825. 
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The basic principles of industrial financing were neither known 
nor understood. Even the Tata Industrial Bank which attracted 
considerable attention and was taken as a model by the Industrial 
Commission was not an exception.* The organisation that we 
have suggested here has no resemblance to these so-called 
“ industrial hanks of the past ; and it is not only theoretically 
sound but is also of considerable practical utility. 


^ See Cbspter Vi *upta. 
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